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Reader on Economics and Religion 


INTRODUCTION 


A Christian friend who is a stockbroker for a major national firm provided me with information compiled by the 
Lilly Foundation revealing that less than 6% of seminaries offered courses relating to economics. Apparently, biblical 
book courses, languages and other requirements make up the bulk of the typical seminarian’s schedule. That is the 
way it should be. However, clergymen consistently complain that many of the issues which confront them in their day 
to day ministries have economic content with which they are ill-prepared to deal. There are questions about wealth and 
poverty, saving and spending, Third World economic problems, inflation, taxation and profits. Are these subjects to be 
left to policy-makers and social scientists for thought and comment? Is there a position Christians should embrace on 
these economic questions? 

This Reader on Economics and Religion is intended to provide seminarians, clergy, and interested Christian laymen 
with an introduction to economic thinking, but in the broad framework of biblical revelation. The link between eco¬ 
nomics and religion is not a new one. Indeed the work that is most often recognized as the first systematic treatise on 
economics was written by a professor of moral philosophy—Adam Smith. Smith’s An Inquiry Into the Nature and 
Causes of the Wealth of Nations grew out of his course in moral philosophy at Glasgow University (1752-1764). Accord¬ 
ing to commentators, the course was said to consist of four parts. The first was theology under which Professor Smith 
considered the proofs of the being and attributes of God. The second was ethics, later published in The Theory of the 
Moral Sentiments . The third part of the course was on justice, which included discussions on law and government. The 
last portion of the course was on what was called “expediency”, that is, those principles of political regulation which 
were most likely to produce prosperity. 1 Today, this last portion would be called economics. Smith’s organization 
disclosed what he strongly believed, that political economy is really a derivative of moral philosophy. Economic ques¬ 
tions can be satisfactorily answered only when they are related to an underlying moral and religious framework. Since 
there is but one Creator of Truth—the Triune God—the separate truths of economics and religion ought to be comple¬ 
mentary to one another, not contradictory. The articles which follow and their introductions are designed to reunite 
these two realms of study and reflection and to rekindle reasonable exchange between practitioners of the “dismal 
science” and the ministers of Holy Writ. 


John A. Sparks 
Grove City, Pennsylvania 
February, 1994 


^Introduction” to Adam Smith, Lectures on Jurisprudence edited by R.L. Meek, D.D. Raphael, and P.G. Stein, Oxford 
University Press, 1978 as reprinted (Indianapolis Indiana: Liberty Classics, 1982). 
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The Economic Way of Thinking—Subjective Value 


The Economic Way of 
Thinking—Subjective Value 

by Ronald Nash* 


Editor’s Note: Modern economics teaches that the value of a 
good or service is determined by the subjective assessments of 
consumers . Prices are not set by the costs of producing the 
good, what might be called its objective value. Of course, 
manufacturers hope that their costs will be covered by the price 
which consumers are willing to pay . However, there is no 
guarantee that such will be the case. Professor Nash deals 
with the subjective value theory and also argues that the 
subjective valuing of economic goods does not supplant 
objective moral principles which Christians consult as 
unchanging standards . 


Anyone who observes how human 
beings act in economic exchanges can eas¬ 
ily see how various things are thought 
to have more value than others. It is 
natural to wonder about this fact. What 
is it about one thing that makes it more 
valuable than another? Why do people 
want some things more than others? Why 
are some things so valued that people are 
willing to make significant sacrifices in 
order to obtain them? 

Until the late nineteenth century, 
economists and philosophers tended to 
regard economic value as objective. 
That is, the value of the economic good 
was thought to be inherent in some 
way in that which was valued. One of 
the most influential of these objective 
theories of economic value appears in 
the writings of Karl Marx. Marx be¬ 
lieved that the value of a good or ser¬ 
vice is determined to a great extent by 
its cost of production. Suppose, for ex¬ 
ample, that all of the production costs 
(including the cost of supplies, labor, 
and everything else) to make a pair of 
shoes amount to $40. The value of 
those shoes (while new) then can never 
be less than $40, according to this 
view. The value here is objective in the 
sense that a number of factors, hav¬ 
ing nothing to do with human prefer¬ 
ences and wants, have given those new 
shoes that value. 

Marx and others set forth a labor 
theory of value which held that eco¬ 


nomic goods derived their value from 
the quantity of labor required to produce 
them. Thus, even the machines used to 
manufacture shoes were valuable because 
they were “frozen labor time.” 

A little reflection should quickly 
raise doubts about any theory that 
holds that economic value is inherent 
in the good or service. For one thing, 
consider how many times retail mer¬ 
chants end up selling for less than 
their cost. 

I happen to be a stamp collector. 
About a year ago, I paid $3.00 for a 
recently issued U.S. stamp in a strip 
of three. The person from whom I pur¬ 
chased the strip of three coil stamps 
had paid 30 cents for them at the post 
office. Just last week, a similar strip 
of three stamps sold at an auction for 
over $100. What happened to make 
these stamps different was a set of tiny 
plate numbers that appear once every 
50 or so stamps in a coil roll. In this 
case, stamps with this particular set 
of plate numbers have turned out to 
be extremely rare. What is the “true 
value” of stamps like this? Is it the 30 
cents charged by the post office or the 
$3.00 charged by the retail merchant 
I dealt with or the much higher price 
at which strips like this are now 
traded? The simple answer is that the 
value of any economic good is no more 
and no less than what some individual 
will offer in exchange for it. 


Another way to see the law in the 
belief that economic goods possess 
some intrinsic, objective value is to 
attend an auction. Items can bring 
prices far above or below their origi¬ 
nal purchase price, depending on how 
important that item is to the people 
attending the auction. The same prin¬ 
ciple is at work in the case of pawn 
shops and flea markets. Suppose one 
day that you are browsing through 
such a place and come across some¬ 
thing that used to belong to your fam¬ 
ily; perhaps it is associated with 
important events in your childhood. 
Since the person who sold this object 
to the merchant may have not at¬ 
tached the importance it has for you, 
he may have parted with it for a few 
dollars. Because of the value you im¬ 
pute to the object you might, if neces¬ 
sary, be willing to pay several hundred 
dollars for the same object. 

Or consider two diamonds of equal 
size and quality. Imagine that one is 
simply found on the ground by chance; 
no effort or danger was involved in its 
discovery. Imagine that the second dia¬ 
mond comes out of a diamond mine 
where an enormous investment has 
been made in building and operating 
the mine. The men who work in such 
mines have a difficult and dangerous 
job. And so we have two diamonds: one 
cost little or nothing, while the second 
was produced at enormous cost. Imag¬ 
ine next that our two diamonds hap¬ 
pen to be offered for sale at the same 
auction. The two diamonds might eas¬ 
ily sell for similar prices. What this 
shows is that the value of the two dia¬ 
monds bears no relation to their re¬ 
spective costs. 

At this point, someone might raise 
an objection to the conclusion I draw 
from the diamond example. My ex¬ 
ample illustrates the fact that value 
and cost are not necessarily related. 
But does it not show, my critic might 
say, that value still bears a relation¬ 
ship to the objective properties or char¬ 
acteristics of the thing? My example 
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stipulated that the two diamonds were 
similar in size and quality. Does it not 
follow that their similar “value” re¬ 
flects the fact that their objective char¬ 
acteristics are so much alike ? 

It is true that the two diamonds had 
similar objective properties. It is also 
true (in my example) that they sold for 
prices that reflect a similar value. In 
this particular case, the closely related 
prices only reflect the fact that two 
buyers placed much the same value on 
them; this might well have been a 
function of the objective features of the 
diamonds. After all, if two things are 
practically the same, they can be sub¬ 
stituted for each other. The hamburg¬ 
ers I can buy at the McDonald's on the 
north end of town are indistinguish¬ 
able from those I can buy from the 
McDonald’s at the south end of town. 
Because they are so much alike, most 
potential buyers will treat them as 
equal in value. But the economic value 
is not inherent in the hamburgers any 
more than it is in the diamonds. The 
value is imputed to the thing by an 
individual valuer. Obviously, people 
take the objective features of things 
into account when imputing such 
value. 

It would be a mistake to assume 
that just because two diamonds or two 
hamburgers sell for the same price, 
they must therefore be equal in “ob¬ 
jective value.” What two buyers are 
willing to exchange for an article re¬ 
flects their separate personal valua¬ 
tion of that good. It is possible that two 
diamonds of different size and quality 
might sell for the same price. Any 
number of personal, subjective consid¬ 
erations might lead two buyers to of¬ 
fer the same price for goods with 
different properties. On the other 
hand, two similar diamonds might sell 
for different prices at auction, if buy¬ 
ers do not impute similar value to 
them. 

In the last third of the nineteenth 
century several economists began to 
argue that economic value is entirely 
subjective; it exists in the mind of the 
person who imputes value to the good 
or service. If something has economic 
value, it is because someone values it; 
it is because that good or service sat¬ 
isfies a human want. The idea of im¬ 


putation became central in economic 
thought. 

The older, objective view of eco¬ 
nomic value tended to focus exclu¬ 
sively upon physical things and the 
ways humans sought to fulfill their 
purely material desires. It also gave 
inordinate attention to the role that 
money played in human efforts to 
bridge the gap between what people 
had and what they wanted. However, 
the subjective revolution in econom¬ 
ics changed all this. Once economists 
recognized the personal and subjective 
ground of economic value, economists 
broadened their horizon to include all 
purposive human actions in their field 
of study. The scope of economics was 
expanded to include things other than 
money and material goods. 

Many people value such things as 
truth, love, honor, friendship, virtue, 
and charity more than they value 
money, cars, clothes and houses. Be¬ 
cause such people rank truth, love and 
honor so high in their personal value 
scales, their economic choices will re¬ 
flect this ranking. The conscious, pur¬ 
posive actions of such people can be 
explained by economists who hold to 
a subjective theory of economic value. 
All the values a person holds affect the 
decisions he makes. 

It is important to recognize that 
when economists state that economic 
value is subjective, they do not restrict 
the subjective ground of economic 
value to personal tastes. The fact that 
Jones and Smith impute different 
value to the same good does not nec¬ 
essarily reflect their differing tastes 
about the good. The value that people 
impute to things is also related to such 
factors as different information, differ¬ 
ent interpretations of information, dif¬ 
ferent expectations, and different 
quantities they already possess. It 
may also reflect varying degrees of 
alertness to new opportunities. Far 
more is involved in the subjective ap¬ 
proach to economic value than per¬ 
sonal taste. But what is clear is that 
economic value is always imputed 
value. 

Many religious people who are not 
economists find it difficult to reconcile 
claims that economic value is subjec¬ 
tive with their conviction that value 


is always objective, absolute, and un¬ 
changing. Some might think that ac¬ 
cepting the view expressed in this 
essay would commit them to believing 
that all values are relative and sub¬ 
jective. The fallacy in such reasoning 
should be obvious. Even if we should 
discover that some values (in one sense 
of the word value) are subjective and 
relative, it would not follow that all 
values are. 

Much of the problem at this point 
arises from the fact that the word 
value is ambiguous. It may refer (1) to 
that which people do in fact value or 
(2) to that which people ought to value. 
We all recognize that many people 
value things that they ought not to 
value, and that they fail to value 
things that they ought to value. 

We sometimes express the differ¬ 
ence between these two senses of value 
by using the words desired and desir¬ 
able. All that is required for something 
to be desired is for someone in fact to 
desire it. But just because something 
is desired, it does not follow that it is 
desirable, that it ought to be desired. 
In economics, value reflects the extent 
to which something is desired; it does 
not mirror that thing’s desirability. 
Economists have ways of measuring 
the degrees to which people desire 
things; obviously, this is something 
quite different from attempting to 
measure how desirable it is. No mat¬ 
ter how much people ought to desire 
something, the economic price of that 
thing will reflect only how much some 
individual is willing to pay for one 
additional unit of it. The price of an 
economic good reflects the extent to 
which individuals desire it; and this is 
something quite apart from the ques¬ 
tion of how desirable or worthy it is. 

Religious people, whether they are 
economists or not, need to keep two 
things distinct. The first is the degree 
to which an individual may want X, a 
fact that reflects where X ranks in that 
individual’s personal scale of values. 
The second is the need of individuals 
to alter the rankings in their personal 
scales of values to conform to what 
they ought to want. Christians, for 
example, are undoubtedly correct 
when they judge that their Scriptures 
oblige them to change the evaluations 


2 




The Economic Way of Thinking—Subjective Value 


of themselves and others in order to 
bring them more in line with the 
evaluations stated in the Bible. While 
this task is clearly important, it is an 
activity that falls under a different 
heading than economics. Economic 
exchanges in the real world will mir¬ 
ror only the actual subjective value 
that individuals have imputed to the 
goods being exchanged. Any number 
of things, including conversion, may 
affect the way people rank things in 
their personal value scales. Whenever 
such a change in subjective value oc¬ 
curs, it will have an obvious impact on 
the judgments people make about the 
costs they are willing to incur to have 
one more or one less unit of some good. 
The result is that the array of goods 
produced and traded in the market 
will change as the personal value 
scales of individuals change. 

The theory of subjective economic 
value does not imply that all economic 
choices are equally good in a moral or 
religious sense. Anyone is within his 
philosophical and theological rights to 
criticize particular economic choices. 
No defender of the market economy is 
required to defend all the goods pro¬ 
duced by the market. It seems clear, 
therefore, that any objection to the 
theory of subjective economic value on 
theological or moral grounds is mis¬ 
taken. In fact, it is from Christian the¬ 
ology that economics borrowed its 
central concept of imputed value. Tell¬ 
ing people that certain values ought 
to be ranked higher in their preference 
scales is the proper task of the pastor, 
moralist, theologian, or spiritual coun¬ 
selor. The economist simply deals with 
how people do in fact make their 
choices with regard to the allocation 
of scarce resources. 

Reprinted with permission from The 
Freeman , November 1993. 

*Dr. Nash is a contributing editor 
to The Freeman and professor of phi¬ 
losophy and theology at Reformed 
Theological Seminary in Orlando. He 
is the author or editor of 25 books in¬ 
cluding Poverty and Wealth (Probe 
Books) and Social Justice and the 
Christian Church (University Press of 
America). 
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Prices—The Cornerstone of a Free Economy 

by Hans F. Sennholz* 


Editor’s Note: Prices, it is often said, are determined by supply 
and demand. However, this is mere shorthand for a more 
complex truth. The price of a good or service at a given point 
in time is the result of interaction between buyers who stand 
ready to purchase the good and sellers who stand ready to sell 
it Through a process which economists call a *market * which 
is really a social institution where buyers and sellers can 
register their willingness to buy and sell, prices result Markets 
bring an orderly resolution to differing valuations by buyers 
and sellers. This peaceful resolving and reconciling is one of 
the important reasons for endorsing markets as institutions. 

Secondly, the prices that result, which are the composite 
of thousands and tens of thousands of human valuations, help 
to guide business actors to provide more of the goods which 
are valued highly and less of the goods which are not. Thus, 
market prices give direction to producers. In other words, prices 
and markets are sources of information about what others in 
society want done economically. Because markets and prices 
provide the most reliable information yet to be devised by man, 
it is prudent for the Christian to favor markets and prices. To 
advocate any other current system is imprudent because other 
non-price systems have demonstrated that they provide less 
dependable information about what people want and at a 
higher cost. 


INTRODUCTION 

For many centuries economic in¬ 
vestigation was handicapped by the 
common notion that economic ex¬ 
change was “fair” only as long as each 
party got exactly as much as he gave 
the other. It led to a fruitless search 
for "equality in exchange” that perme¬ 
ated the writings of philosophers and 
economists throughout the ages. 

During the 1870s, the Englishman 
William Stanley Jevons, the French¬ 
man Leon Walrus, and the Austrian 
Carl Menger exploded the old expla¬ 
nation. They built a new foundation 
for economic knowledge, pointing out 
that economic exchange results from 
differences in individual valuations, 
rather than equality. They reasoned 
convincingly that man acts in order to 
improve his conditions, not just to 
maintain the status quo. An exchange 


will occur only when two parties value 
a good unequally. Differences in valu¬ 
ation, not sameness, produce action 
and exchange. 

Td sustain his life on this earth, 
man must carry on economic produc¬ 
tion. He must act purposefully and 
diligently to satisfy his needs. His ac¬ 
tions are guided by his individual valu¬ 
ations that take into consideration his 
needs and the scarcity and utility of 
the goods that satisfy his needs. How 
does man value goods? What things 
does he consider in valuing? Why is a 
loaf of bread worth $1? Why is a dia¬ 
mond worth $5,000? 

Man values economic goods accord¬ 
ing to their scarcity and their utility. 
Scarcity is the word which describes 
the general economic condition in 
which man finds himself. As Wilhelm 
Ropke said: “On every hand we are 


hemmed in by scarcity.” Man first rec¬ 
ognizes scarcity when he realizes that 
in order to sustain his life on this 
earth, he must carry on productive 
work. The earth does not generally 
yield a living to its occupants without 
those benefits being extracted by work. 
Stated another way, the earth is no 
Garden of Eden, neither will heavenly 
manna be provided without effort. 
Man must labor diligently in order to 
produce economic goods—food, cloth¬ 
ing, shelter. These goods yield to him 
certain satisfaction. For this reason 
man values them. If food and other 
economic goods existed in nature in su¬ 
per abundance, requiring no work to 
create, then the fundamental economic 
problem of scarcity would vanish. 
There would then be no need for man 
to value such unlimited, plentiful 
goods. Value, first of all, arises from 
scarcity. 

The specific value of goods is de¬ 
termined by the use to which they can 
be put. Economists call a good’s use¬ 
fulness its “utility.” Remembering that 
“utility” means “usefulness,” let us 
turn to Eugen van Bohm-Bawerk’s fa¬ 
mous example of how the “law of mar¬ 
ginal utility” actually works. A 19th 
century pioneer farmer has harvested 
five sacks of grain. They are his only 
means of subsistence until the next 
harvest. One sack is absolutely essen¬ 
tial for his bare survival. Asecond sack 
may assure his full strength and good 
health until next year. The third sack 
could be used to raise a few chickens 
that supply him with fresh eggs. The 
fourth sack could be turned into a few 
bottles of brandy. And finally, after all 
his personal wants are met, he may 
think of no better use for his fifth sack 
than to feed it to the birds that may 
come to his cabin. 

It is obvious that the various uses 
to which the grain is put do not rank 
equally in importance to him. His life 
and health depend on the first two 
sacks, while the fifth and last sack “at 
the margin” has the least importance 
to him. If he were to lose this last sack, 
our frontier farmer would suffer a loss 
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no greater than the pleasure of watch¬ 
ing the birds. This is the value he at¬ 
taches to any one of the five in his 
possession. Economists call this least 
important use "marginal utility.” 
When the quantity of goods in his pos¬ 
session declines, the value of each one 
of the goods obviously rises. 

THE LAW OF 
SUPPLY AND DEMAND 

Understanding these principles of 
valuation helps us to understand what 
happens when the situation becomes 
more complicated than that of our lone 
farmer. Suppose there are many sell¬ 
ers of a good, all wanting to sell. These 
sellers will compete with one another 
in order to make a sale. The competi¬ 
tion will grow keener when the com¬ 
modities they would like to sell are in 
abundant supply and, therefore, 
harder to sell. The larger the supply 
of a given quantity of goods, the fewer 
will be the dollars which buyers will 
be willing to pay per unit. On the other 
hand, if the supply of an article or com¬ 
modity is meager, then sellers will be 
likely to receive higher bids from buy¬ 
ers anxious to obtain some portion of 
the sparser supply. Economists call 
the relationship between price and 
supply, the law of supply. It is usu¬ 
ally stated this way: As the amount 
supplied increases, the price de¬ 
creases, and vice versa . 

Now, instead of a single farmer, 
suppose there are numerous buyers 
willing to buy. Buyers also compete 
with each other in order to make a 
purchase. Here too, the competition 
among buyers, usually called demand, 
will grow keener when there are many 
people demanding. But, the smaller 
the demand, the less the buyers will 
have to compete with each other in 
order to get part of the offered goods, 
therefore, the lower the price that will 
be paid by these buyers. Economists 
call the relationship between price and 
demand, the law of demand. It is usu¬ 
ally stated this way: As the amount 
demanded increases, the price in¬ 
creases, and vice versa . 

Putting the two laws together 
yields, to no one’s surprise, the law of 
supply and demand: The market price 
of a good is determined by supply and 


demand . The law is a shorthand way 
of saying that buyers who consider 
scarcity and utility, and sellers who 
consider scarcity and utility, come to¬ 
gether, and by their interaction arrive 
at a price at which the goods offered 
find willing purchasers. This price is 
called a "market price or equilibrium 
price.” The phrase "market price” is 
only a shorthand way of saying that 
active, living, valuing persons deter¬ 
mine the market price of a good by 
their activities of buying and selling. 

Value and price constitute the very 
foundation of the economics of the 
market society, for it is through value 
and price that the people give purpose 
and aim to the production process. 
No matter what their ultimate mo¬ 
tivation may be, whether material or 
ideal, noble or base, people judge goods 
and services according to their suit¬ 
ability for the attainment of human 
desires and objectives. People ascribe 
value to goods and, thus, determine 
their prices. 

THE COSTS OF 
PRODUCTION AND PRICE 

Many people are convinced that the 
price of a product, whether it is a tube 
of toothpaste or a designer dress, is 
"determined by the costs of produc¬ 
tion.” The man on the street frequently 
embraces such an explanation of price 
because it seems to make sense. After 
all, the manufacturer of a good pays 
so much for supplies, machines, and 
workers; he should certainly try to get 
back what he has paid out by charg¬ 
ing a price equal to or above these 
“costs of production.” 

However, such a plausible explana¬ 
tion was long ago shown to be errone¬ 
ous by the earlier mentioned 
economist—Bohm-Bawerk. The costs 
of production do not determine price. 
In fact, it is almost exactly the other 
way around. What the manufacturer 
pays in costs depends upon the final 
price he can get from the finished 
product. Seem backward? Here is 
how it works. 

The final price paid by the con¬ 
sumer for the finished product, yet to 
be determined by supply and demand, 
is anticipated by the manufacturer. 
The manufacturer-businessman bases 


the prices (costs) which he is willing 
to pay for the production factors—raw 
materials, labor, machinery, work 
space—upon the price he anticipates 
he will get for the final, finished prod¬ 
uct. Bohm-Bawerk correctly stresses 
that the prices of the finished consum¬ 
ers’ goods actually determine the costs 
of production. On the market, the price 
and remuneration of each factor of 
production emerges from the bids of 
the competing manufacturers. Busi¬ 
nessmen bid against each other in or¬ 
der to acquire the production factors 
needed to produce the final product for 
which they foresee consumer demand. 
Their bids, which become "costs of pro¬ 
duction,” are set by anticipating mar¬ 
ket prices of the products, not the other 
way around. For example, what con¬ 
sumers are willing to pay for a com¬ 
pleted living room lamp determines 
what the lamp manufacturer will pay 
assemblers, brassmakers, and wire 
fabricators. 

The pricing mechanism thus re¬ 
veals itself as a process in which mem¬ 
bers of society participate. Through 
buying or abstaining from buying, 
through cooperation and competition, 
millions of persons ultimately deter¬ 
mine the price structure of the mar¬ 
ket, and also the allocation of the 
income to each individual. 

PRICES ARE 
PRODUCTION SIGNALS 

It should be evident by now that 
market prices help to direct economic 
production. Market prices are signals 
sent by consumers to producers, tell¬ 
ing them what to produce. Entrepre¬ 
neurs and capitalists are merely the 
consumers’ agents, and must cater to 
consumer wishes and preferences. 
True, it may appear that the business¬ 
man determines the investment of sav¬ 
ings and sets the course of production. 
But he does not ultimately exercise 
this control according to his own de¬ 
sires. On the contrary, he is guided by 
the prices of finished products. Where 
lively demand assures or promises 
profitable prices, he expands his pro¬ 
duction. Where prices decline, he re¬ 
stricts production. Expansion and 
contraction of production tend to al¬ 
ternate until an equilibrium has been 
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established between supply and de¬ 
mand. In the final analysis, then, it is 
the consumer—not the businessman— 
who determines the direction of pro¬ 
duction through his buying or 
abstention from buying. 

If, for example, every consumer 
were to spend all his income, that is, 
save none of it, then the demand for 
consumer goods—watches, records, 
ice-cream bars—would escalate prices 
in such a way that businessmen would 
be induced to produce consumer goods 
only. If, on the other hand, people were 
to save more of their incomes and re¬ 
duce consumption expenditures, the 
prices of consumer goods would de¬ 
cline. Businessmen would thus be 
forced to adjust their production to the 
change in demand. Let us assume that 
people, on the average, saved 25 per¬ 
cent of their incomes. Then, business¬ 
men, through the agency of prices, 
would assign only 75 percent of pro¬ 
duction to immediate consumption 
and the rest to increasing capital be¬ 
cause of the increased savings. 

ECONOMIC RECKONING 
AND CALCULATION 

Our knowledge of prices also dis¬ 
closes the most crucial weakness of 
non-price non-market systems, such 
as the former centrally planned Soviet 
economy. Without prices, Ludwig van 
Mises points out, there can be no cal¬ 
culations which are necessary to make 
economic choices. 

A hypothetical example will illus¬ 
trate the point. Suppose that a central 
planner in the former Soviet Union 
were trying to decide whether to build 
an office building in a town the size of 
Grove City, PA—8,000 people. Of 
course, there are no market prices that 
equate demand and supply, only “offi¬ 
cial prices” set by a committee of price 
commissars. Such official “prices” are 
meaningless without “allocation” by 
government order and command. The 
state official would, of course, decide 
what was to be built and produced on 
the basis of “need.” How is he to de¬ 
termine whether the building should 
be built? Under a centrally planned 
system he cannot be sure that the 
materials and labor will be allocated 
to him; they are all in short supply. 


He will have to beg other planners, 
cajole or corrupt them to deliver the 
materials and assign the labor. And 
even when the building is finally com¬ 
pleted, which has taken much longer 
than it would have in the U.S., he does 
not know whether he built the right 
building for the given need, or 
whether he should have built a gro¬ 
cery store or an apartment house. He 
does not know the time and effort it 
took; and above all, he may wonder 
whether he actually improved the eco¬ 
nomic well-being of the people or 
whether he made it worse. 

By contrast, in a market price 
system, an entrepreneur would cal¬ 
culate cost factors, present and pro¬ 
jected, gauging the demand for office 
rental space by observing the price 
of rentals. He would compare land 
prices with steel costs to determine 
if a taller building or a short-broader 
building would be cheaper. Knowing 
cost (price) factors, pricing alterna¬ 
tives could be compared with rela¬ 
tive ease. Without prices, decisions 
become a nightmare of unknown 
considerations, and resources will 
likely be put to uses which people do 
not want. 

In our hypothetical case, the gov¬ 
ernment official could not compare the 
vast number of different materials— 
or kinds of labor, capital goods, land, 
and method of production—with the 
yields of production. Other socialist 
substitutes for the price denominator, 
such as the calculation of “labor time,” 
are equally spurious because they do 
not allow real comparisons of costs and 
yields to be made. 

GOVERNMENT 
INTERFERENCE 
WITH PRICES 

To interfere with prices, wages, 
and the rates of interest through 
government action deprives people 
of their central position of sover¬ 
eignty in the market process. Such 
intervention compels businessmen 
to obey government orders rather 
than the value judgments and price 
signals of consumers. It curtails the 
economic freedom of the people and 
enhances the power of politicians 
and government officials. 


Our knowledge of price also offers 
an explanation of the various other 
economic problems of political inter¬ 
vention in economic life. As noted ear¬ 
lier, the market price of a good equates 
its demand and supply; price tends to 
establish this equilibrium. At the free 
market price, anyone willing to buy 
can buy. Surpluses or shortages are in¬ 
conceivable where market prices con¬ 
tinuously adjust supply and 
production to the demand exerted by 
consumers. 

GO\HERNMENTALLY 
DETERMINED PRICES: 
SURPLUSES 

Whenever government, by law or 
decree , endeavors to raise a price above 
the market price, a surplus inevitably 
results . Suppose that prices received 
by farmers for com are deemed to be 
too low, and that government seeks to 
raise the prices in order to increase 
farmers’ income and improve their liv¬ 
ing conditions. Helping your fellow- 
men is a laudable goal. But will 
propping up prices work? First, the ar¬ 
tificially high prices cause the demand 
for com to decrease and supply to in¬ 
crease. A surplus is thus created, 
which leaves some producers unable 
to sell their com at the higher official 
price. Government is then forced to 
buy the surplus and dispose of it or 
store it. This explains the various ag¬ 
ricultural surpluses accumulated over 
the years by the U.S. Government. 

The same analysis explains the 
chronic unemployment of millions of 
U.S. workers because unemployment 
is a surplus of employees. For politi¬ 
cal and social reasons, and in (at¬ 
tempted) defiance of the law of supply 
and demand, the U.S. Government has 
enacted minimum wage (a wage be¬ 
ing the price of labor) legislation that 
is pricing millions of workers out of the 
market. Let’s take the case where the 
minimum wage is set by law at $4.25 
per hour—to which must be added 
approximately $1.65 fringe costs such 
as social security, unemployment in¬ 
surance, workman’s compensation, 
vacations and paid holidays, health, 
and other benefits—so that the mini¬ 
mum employment costs of an Ameri¬ 
can worker amount to nearly $6.00 an 
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hour. But in the world of economic re¬ 
ality, there are millions of unskilled 
laborers, teenagers and elderly work¬ 
ers whose productivity rates are lower 
than this minimum. In other words, 
what one of these workers contributes 
to production in an hour’s time can¬ 
not be sold for $6.00 or more. Conse¬ 
quently, no businessman will employ 
such workers unless he is willing to 
sustain continuous losses on their 
employment. In fact, these unfortu¬ 
nate people are unemployable as long 
as the official minimum wage exceeds 
their individual productivity in the 
market. 

It is an unfortunate fact that racial 
minorities often have lower levels of 
education, training, and experience 
than the white majority. Such deficien¬ 
cies make the $6 minimum they must 
be paid all the more insurmountable. 
Therefore, black unemployment rates 
are always higher than those of 
whites. Black teenage unemployment 
always exceeds 40 percent, according 
to federal statistics. If we bear in mind 
that many young people have given up 
looking for employment, and therefore, 
no longer appear in unemployment 
statistics, their true rate may exceed 
70 percent. Their lack of training and 
experience is made into a tragic mis¬ 
fortune by artificial non-market-pric¬ 
ing legislation called minimum wage. 

GOVERNMENTALLY 
DETERMINED PRICES: 
SHORTAGES 

If by legally fixing prices above the 
market price a surplus can be created, 
likewise the fixing of prices below 
market prices creates, just as inexo¬ 
rably, a shortage. The consequences of 
price controls are the same at any time 
and at any place. When price controls 
were put in place by Emperor 
Diocletian in A.D. 801, they produced 
shortages. Whether one looks at con¬ 
trols legislated during the French 
Revolution of1789, World War I, World 
War II, or Phase I and Phase II of the 
Nixon era (beginning August 15, 
1971), the effects are unfortunately, 
boringly predictable—shortages. 
Why? 

When prices are lowered by force 
of law two things happen almost im¬ 


mediately. Buyers, that is, demanders 
of goods, who had been unwilling or 
unable to purchase the good at the 
market price, now find the new state- 
set price attractive. Of course, the 
longer the controls are in effect, the 
more bargains will appear, especially 
if the monetary authorities continue 
to expand the stock of money. 

While the officially mandated price 
is inviting greater consumer demand, 
sellers and producers of the goods 
(suppliers) are discouraged by the ceil¬ 
ing on what they can receive for their 
products. Ironically then, while the 
low price rallies buyers, it drives away 
would-be sellers. Therefore, instead of 
a market price that equates demand 
and supply, one is faced with demand¬ 
ers outrunning suppliers, which is the 
very definition of a shortage. 

Probably the clearest concrete illus¬ 
trations of perpetual shortages are 
found in countries where price controls 
were virtually permanent. We are 
speaking of any of the former centrally 
planned economies—Russia, Poland, 
and a host of others. Shortages at offi¬ 
cial prices were so common in these 
countries that an elaborate system of 
illegal or black market transactions 
come into existence spawned by the 
constant shortages at state-set prices. 

On black markets, goods were 
traded at illegally high prices, closer 
to what would be normal prices. How¬ 
ever, transactions on black markets 
are always fraught with danger. One 
cannot seek recourse against dishon¬ 
est or fraudulent traders in the regu¬ 
lar courts of law when the business 
transaction itself is illegal. Moreover, 
traders on black markets risk fines 
and imprisonment if they are caught 
in what is deemed to be “economic 
crimes.” 

Even short-term control measures, 
such as those of 1971 in the U.S., al¬ 
most immediately cause shortages of 
basic goods; they breed countless ille¬ 
gal evasion and avoidance schemes by 
which buyers and sellers exchange 
goods at illegal prices. It does not mat¬ 
ter whether the price fixing is in the 
form of emergency or wartime con¬ 
trols, international commodity agree¬ 
ments, price stops, wage stops, rent 
stops, or “usury laws” that artificially 


limit the yield of capital—or whether 
they are imposed on the people of 
America, Africa, Asia, or Europe—gov¬ 
ernment controls over prices are con¬ 
trols over people who react the same 
everywhere. 

CONCLUSION 

Freely allowing the valuations of 
men and women on unencumbered 
markets to determine prices is the 
wisest “policy” that limited constitu¬ 
tional governments have generally fol- 
lowed and which they ought to 
continue to advocate for the well-be¬ 
ing of all. 

*As one of America’s senior econo¬ 
mists, Dr. Sennholz has served, and 
continues to serve, as director, trustee, 
or advisor to financial corporations 
and foundations. He has two earned 
doctorates, one in Political Science 
from Cologne University and the other 
in Economics from New York Univer¬ 
sity. Dr. Sennholz was professor of eco¬ 
nomics and chairman of the economics 
department at Grove City College in 
Grove City, Pennsylvania until 1993 
when he became President of the 
Foundation for Economic Education. 
Dr. Sennholz is a productive writer 
and a popular lecturer to educational 
and professional audiences through¬ 
out the country, presenting the case for 
individual freedom and private prop¬ 
erty order. 
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Markets, Specialization and the Economic Order 

by Dr. John C Moorhouse* 


Reader’s Note: This chapter stresses the voluntary nature of 
market exchange and specialization. One might ask: Is there 
such a thing as a voluntary act? After the fall of man , work 
became toilsome and earning a living difficult. All persons , it 
might be argued , face cares, concerns, constraints and the 
requirements of life. Therefore, so the argument goes, no actions 
are truly voluntary because we are all “compelled* to acts by 
the conditions of life. Granted, in that sense we all do things 
because we must. However, the idea of voluntary action is to 
distinguish those actions which are mandated by the state and 
those over which we exercise our own will or volition. The latter 
are usually called voluntary. One of the characteristics of 
societies in which liberty is valued is that relatively large 
realms are recognized within which voluntary action is 
protected from the external dictates of the state. 


I. INTRODUCTION 

This morning millions ofAmericans 
enjoyed a breakfast including eggs, 
bacon, toast or cereal with fruit and 
milk, coffee or tea. Most breakfasters 
never gave their breakfast a second 
thought. It was part of their morning 
ritual. But the delivery of food to mil¬ 
lions of tables each morning repre¬ 
sents the culmination of a highly 
complex social and economic process, 
a process that works so well and so 
smoothly that we rarely, if ever, stop 
to think about it. Those economic re¬ 
lationships that we automatically rely 
on with little thought are part of the 
economic order arising from a market 
system. 

Consider just one item of a typical 
American breakfast—coffee. The cof¬ 
fee beans used to brew the morning 
cup were grown in Brazil or West Af¬ 
rica by independent farmers who sold 
their crop to a warehouser on a coffee 
market once a year. In turn the owner 
of the warehouse shipped the beans on 
a Liberian freighter to New Orleans, 
where they were sold on a market to 
an American coffee processor. After 
being shipped by railroad to Chicago, 
the beans were washed, sorted, 
roasted, ground, and packaged. 


Ib get the coffee to the store in the 
first place, the processing company in 
Chicago made market arrangements 
with hundreds of grocers across the 
country and then saw to it that its re¬ 
gional warehouses made delivery to 
the grocery stores. The housewife then 
spent fifteen seconds surveying the 
grocery store shelves in her market 
before choosing a can of coffee from 
among many different varieties— 
dark, light, blended, decaffeinated, 
roasted, unroasted, and instant. 

II. THE MARKET DEFINED 

From the farmer to the grocer, those 
coffee beans were bought and sold on 
markets more than a dozen times. We 
have been using the word “market” 
over and over again. What does an 
economist mean by it? As Mises re¬ 
minds us: “The market is not a place, 
a thing, or a collective entity. The mar¬ 
ket is a process, actuated by the inter¬ 
play of the actions of the various 
individuals . . . .”* What Mises is try¬ 
ing to guard against is the mistaken 
view that the only markets are the es¬ 
tablished, formally-designated mar¬ 
kets like the New York Stock 
Exchange. The market process—buy¬ 
ers and sellers exchanging goods and 


services—may take place whenever 
and however a willing buyer and seller 
enter an exchange relationship. But 
how do these markets assure consum¬ 
ers that when they enter the local gro¬ 
cery they will find their favorite brand 
of coffee? The production stages are 
themselves complicated. There are 
problems of agriculture, transporta¬ 
tion, processing, marketing, advertis¬ 
ing, and distribution. How is such a 
complex series of steps coordinated? 
The answer is that a market develops 
at each stage of production. In a mar¬ 
ket, each producer can sell his output 
to someone who will use it as an input 
at the next stage of production. Raw 
coffee beans, for example, are the out¬ 
put of a coffee plantation but repre¬ 
sent an input to the coffee processing 
business. 

IH. CHARACTERISTICS 
OF THE MARKET 

A Voluntary Association 

Let us consider more generally the 
characteristics of the market. First, 
market exchange is voluntary. No one 
forces the farmer to grow coffee beans, 
or the Liberian freighter to transport 
them, or the processor to put ground 
roasted coffee in orange one-pound 
cans. Each participates in the market 
voluntarily because market exchange 
is mutually advantageous for both 
buyer and seller . Tb review: Markets 
develop precisely because it is advan¬ 
tageous for people to be able to engage 
in voluntary exchange. The housewife 
buys a can of coffee because she val¬ 
ues the coffee more than the money 
she must pay for it. On the other hand, 
the grocer is eager to sell because he 
values the money receipt more than 
he values the can of coffee on his 
shelves. 

The voluntary character of markets 
is often disputed by those who say that 
many persons, particularly laborers, 
“must sell” or “are forced” to sell goods 
or services on the market. Now, if these 
critics mean that the need to sustain 
our lives urges or even compels one to 
produce and exchange, then it can only 
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be answered that no system can prom¬ 
ise to do otherwise. Such critics are not 
really criticizing markets, but are re¬ 
belling against the veiy nature of ex¬ 
istence. 

B. Specialization 

Second, the development of mar¬ 
kets permits individuals to specialize 
in a productive activity that they en¬ 
joy or at which they are particularly 
good. The captain of a ship carrying 
coffee is a specialist who has mastered 
the running of a ship, keeping on 
schedule, and coping with bad weather 
conditions. He need know little about 
the cargo his ship carries and nothing 
about the markets for his cargo. Oth¬ 
ers will specialize in knowing how to 
process and market coffee without 
knowing much about growing or trans¬ 
porting raw coffee beans. Because each 
is a specialist, each can know a great 
deal about his step in the long compli¬ 
cated production chain. 

The specialization of tasks is also 
often called by economists “the divi¬ 
sion of labor” Today, the division of 
labor is so widespread that it is hardly 
recognized as being anything startling. 
But it actually is strange to think, as 
Ropke points out, that “most people 
are engaged almost exclusively in the 
production of goods and services in¬ 
tended not for themselves but for oth¬ 
ers.” 2 This specialization is made 
possible by the existence of well-devel¬ 
oped markets. If we could not easily 
exchange our own goods and services 
for other consumer goods we needed, 
then we would have to revert to pro¬ 
ducing all or most things ourselves. 
Such “self-sufficiency” would lower our 
living standards. Without markets, 
the Brazilian farmer would not be able 
to specialize in raising coffee. Recall 
that the farmer raises coffee, not for 
his family’s use, but to sell it in order 
to earn the income necessary to pur¬ 
chase the wide variety of goods his 
family enjoys. In the absence of a cof¬ 
fee market, the farmer would have to 
attempt to produce all or most of the 
goods his family needs to survive. Our 
fanner might not be very good at some 
of the tasks, and he certainly would 
waste time moving from one chore to 
the next. His overall productivity and 


income would be lower. As the expres¬ 
sion goes, “He would be a jack of all 
trades and a master of none.” 

Now one can begin to see why mar¬ 
kets, which encourage specialization 
(the division of labor) help improve the 
overall level of production. Why is it 
that the division of labor yields greater 
output? 

(1) Each person can select the job for 
which he has the greatest aptitude. 

(2) Time lost in shifting from one oc¬ 
cupation to another is avoided. 

(3) Persons who repeat tasks or jobs 
generally become more skilled at do¬ 
ing them, and therefore, produce more 
per hour than a novice. 

(4) A world-wide or region-wide divi¬ 
sion of labor makes it possible for the 
unique resources or products of one 
geographic area to be made available 
to another region and vice versa. Mar¬ 
ket development is an important key 
to high and rising standards of living 
because it encourages specialization 
and growth in productivity. 

C. Competition—Briefly 
Considered 

In addition to voluntariness and 
the nurturing of specialization, mar¬ 
kets also create an arena in which eco¬ 
nomic contests occur which are called 
plainly “competition.” In unhampered, 
open markets no producer is free from 
the attempt by another producer, new 
or established, to produce and sell a 
rival product. New economic “combat¬ 
ants” can enter the market by produc¬ 
ing a novel product, introducing lower 
prices, or providing better customer 
service. Profit is the reward if the new 
supplier correctly assesses market 
opportunities; loss is the result if the 
assessment proves wrong. Under com¬ 
petitive conditions, potential custom¬ 
ers are not restricted to one supplier; 
they can choose among many. This 
competition among suppliers insures 
that customers are well served. Dis¬ 
satisfied customers can simply take 
their business elsewhere leaving the 
offending supplier with lost sales and 
lower income. For example, if a sup¬ 
plier attempts to sell shoddy goods or 
to charge high prices, customers will 
begin to buy from competitors. There¬ 
fore, in competitive markets, consum¬ 


ers are often described as “sovereign” 
because they exert such strong influ¬ 
ence on producers. 

Sometimes it is argued that sellers 
who make “one-time” sales can sell 
consumers substandard products be¬ 
cause such sellers do not rely upon 
repeat business. But, the fact is that 
most purveyors of goods and services 
must sell their products over and over 
to buyers. Whether it is automobiles, 
cellophane tape, or curtain rods, re¬ 
peat business is necessary to business 
success. There is nothing that a seller 
wants to hear less than “Til never buy 
one of those again!” from an unhappy 
customer. And, what is the concern 
about repeat business if it is not fear 
that one’s customers will take their 
business to a more responsive competi¬ 
tor. Competition, then, is a seller’s dis¬ 
ciplinarian. Competition acts as a 
restraining force to keep sellers intent 
upon serving consumers. 

IV. THE MARKET—AN 
IRREPRESSIBLE INSTITUTION 

Exchange between persons on mar¬ 
kets is such a fundamental human 
inclination that it is nearly irrepress¬ 
ible. Radford, in his famous article of 
years ago, illustrated that even under 
the stifling conditions of a prisoner of 
war camp, detainees naturally began 
to trade and exchange their rations 
with each other in order to attain a 
more satisfactory distribution of 
them. 3 Cigarettes came to be used as 
money in what developed into a camp¬ 
wide market. In summary, no matter 
how much political or ideological be¬ 
liefs oppose markets, markets will nev¬ 
ertheless grow up. 

V. THE INVISIBLE HAND 

Adam Smith referred to the cre¬ 
ation of economic order out of seem¬ 
ing disorder as the work of “the 
invisible hand.” 4 Smith’s metaphor, 
“the invisible hand,” is interpreted by 
present-day economists as meaning 
that economic regularity arises from 
voluntary exchanges among millions 
of individuals who are independently 
pursuing their own interests. In free 
economies no central agency com¬ 
mands producers to engage in the eco¬ 
nomic activities they undertake. They 
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decide for themselves. No central 
planner forces producers to fit their 
activities into some grand scheme for 
the whole economy. Instead, business¬ 
men and women decide what and how 
much to produce. Employees decide for 
whom to work and are free to change 
jobs when they like. One out of five 
workers voluntarily changes jobs an¬ 
nually. 5 Investors shift capital freely 
from one use to another. As Smith 
meant to suggest, the ordering prin¬ 
ciple behind a market economy seems 
invisible because it cannot be repre¬ 
sented as concretely as a set of plans, 
but the order that is created is very 
real. 

Economic order arises, not by bu¬ 
reaucratic design, but from the spon¬ 
taneous interaction of men and 
women. This distinction between 
“spontaneous order” and “order by cen¬ 
tral design” is one of the most signifi¬ 
cant and difficult lessons to be learned 
from economics. 

VL THE MARKET 

AND ITS COMPATIBILITY 
WITH LIBERTY 

There is no doubt that a market 
economy allows its participants to en¬ 
gage in efficient, naturally coordinated 
production of goods and services. That 
may be enough to recommend it, but 
it is worth stressing that a market 
economy in which individuals are free 
to engage in economic activities of 
their own choosing, is the only eco¬ 
nomic system compatible with liberty. 
Smith calls it “the system of natural 
liberty.” 6 

Part of the American tradition is a 
healthy suspicion of concentrated 
power, that is, coercion that can be 
used by some to order other people’s 
lives and to deny them the liberty to 
make their own decisions. Americans 
have long recognized that freedom of 
choice and acceptance of responsibil¬ 
ity for making choices are necessary 
to human dignity and the essence of 
liberty. We value our rights to free 
speech, publication, association and 
worship. However, no less important 
are outcroppings of liberty in the eco¬ 
nomic realm: free markets, freedom to 
produce what we want, freedom to 
work for whom and at what we want, 


freedom to travel where and when we 
want and to live where we choose, and 
freedom to acquire goods and services 
we desire. Thus, the free market 
economy is the natural result of our 
ideal of liberty being carried out in the 
economic dimension of life. 

A myriad of seemingly unplanned 
market exchanges makes possible the 
abundant production of a free 
economy. Markets are possible because 
of voluntary association, the division 
of labor and competition. Finally, the 
market order is the natural expression 
of liberty in the economic realm. 

*Dr. John C. Moorhouse is Profes¬ 
sor of Economics, Wake Forest Univer¬ 
sity. He earned a Ph.D. in economics 
at Northwestern University. He has 
been a Woodrow Wilson Fellow, a 
Brookings Institution Fellow, a Re¬ 
search Associate of the Institute of 
Labor Policy Analysis of Baylor Uni¬ 
versity and Visiting Professor at 
Brown University. His research fo¬ 
cuses on government regulation of pri¬ 
vate enterprise and his articles have 
appeared in a number of professional 
journals and popular publications. 
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Saving and Capital As Keys To American 

Economic Prosperity 

John A. Sparks* 


Editor’s Note: Saving, that is, limiting present consumption, 
is encouraged by the teachings of Scripture. The instruction 
of the Wisdom Literature, especially Proverbs 13:11 and 
Proverbs 6:6-11, is that those who make provision for the future 
by gathering and storing (saving) for the times to come will 
benefit from such saving. In modern economies, those who 
save make those savings available to others for investment in 
capital goods (machinery, equipment, plants) which, in turn, 
help workers produce more for lower prices. Ironically, the 
Scriptural ideas of frugality, thrift and good stewardship, 
which seem to be unwelcome restraints on present consumption, 
actually yield greater abundance in the long run. Three stages 
of economic betterment are: saving, capital investment and, 
then, increased availability of consumer goods. Without a 
*saving ethic,' 9 however, the other stages will not be reachable. 


INTRODUCTION 

Despite the repetition of phrases 
like “the American economic miracle” 
and “American prosperity,” only a very 
few Americans can give a satisfactory 
answer to the question asked me some 
years ago by a Korean friend: “How is 
it that 4 million people located be¬ 
tween the Atlantic coastline and the 
Mississippi River, starting with very 
little in 1789, ended up with more than 
enough for 76 million people by 1900?” 

What happened in the United 
States during the period from 1800 to 
1900 which made it the most prosper¬ 
ous of nations? The beginning of the 
answer to that question appears in an 
unlikely way by talking about a work¬ 
ing girl, Lucy Larcom, and a teamster- 
clerk, George Scranton. 

L THE SAVERS 

Lucy Larcom was bom in Beverly, 
Massachusetts in 1824, the ninth child 
in a poor, but religious family. 1 Her 
father died when she was eleven. Her 
mother moved the family to Lowell 
where the girl worked in the local tex¬ 
tile mill. Her name is not one embla¬ 
zoned on the pages of American 


history, but her life and habits embody 
the origins of American economic well¬ 
being. She earned what most earned 
at the factory, perhaps $3.00 a week, 
but she and her mother and sisters 
saved. 

It was not easy. The process of sav¬ 
ing—postponing present consumption, 
refusing to spend all earnings for cur¬ 
rent needs—is painful in the first stage 
of economic growth. Especially when 
total income is low—$3.00 a week— 
the temptation is to consume all and 
save nothing. But Lucy Larcom and 
her family refused to devote all their 
current income to meet current needs. 
Her family’s acts of abstinence brought 
into existence a store of money capital 
in the form of savings. It is known, 
for example, that workers’ savings at 
that one Lowell, Massachusetts plant 
totaled about $100,000 at one point in 
time for which there are records. 2 

Lucy Larcom’s savings and those of 
tens of thousands of others like her 
created a fund of capital which was the 
prerequisite for economic betterment. 
Individual savers accounted for over 
half of the nation’s total savings pool. 
They saved, and by so doing, began to 
create a legacy of prosperity. 


Not only individual income-earners 
saved, but businessmen saved as well. 
George Scranton was a Pennsylvania 
teamster and clerk. For years during 
the 1830’s he saved his money. His 
saving habit placed limits on his 
present consumption, but he soon in¬ 
vested his money in capital goods. 
First he bought an iron-making fur¬ 
nace. After a few years of iron-mak¬ 
ing, he purchased coal lands in 
Pennsylvania, where eventually a city 
would grow up bearing his name. 3 He 
plowed back business income into fur¬ 
ther capital goods, that is, into ma¬ 
chinery, equipment and tools. His 
business was a source of further sav¬ 
ings. Those savings increased the size 
of the American capital pool. 

II. OPPORTUNITIES 
FOR INVESTORS 

Money capital came from another 
source, lb be sure, workers and busi¬ 
nessmen saved, but in the 1830’s, as 
had happened earlier in England, the 
great aristocratic merchant trading 
families, the Cabots, the Darbys and 
the Beekmans, moved their money 
capital out of trade and into manufac¬ 
turing. Instead of being mere import¬ 
ers or exporters of already produced 
goods, they invested in the production 
of goods themselves. 

American wage earners, business¬ 
men and traders contributed to the 
capital pool. In addition, foreign sav¬ 
ings found their way into our economy. 
Foreign investors with money capital 
were eager to find opportunities here. 
Often they bought government bonds 
that were issued to finance canal 
building by the state or federal gov¬ 
ernment; but foreign capital was ven¬ 
tured in private projects also, 
especially in the American West. 
There, during the latter part of the 
nineteenth century (1880-1900), Brit¬ 
ish investment reached noteworthy 
levels. The Laramie Weekly Sentinel 
of June 9, 1883 acknowledged: “En¬ 
glish capital has done much toward 


11 




Reader on Economics and Religion 


developing the Western country, and 
there is much to commend in the en¬ 
terprise which brings millions of dol¬ 
lars to put into the land, ditches and 
cattle along the foothills” 4 

By 1883 twenty-one major British 
cattle companies owned Western 
lands. One of them, the Prairie Cattle 
Company, ranged 100,000 cattle over 
1,000,000 acres, constituting a capital 
investment of two and a half million 
dollars. Likewise, Scottish investment 
in cattle in 1884 has been estimated 
to have been twenty-five million dol¬ 
lars. 6 

Saving became a national pastime. 
So much saving occurred during this 
period that the number of commercial 
banks in the states increased greatly. 
These commercial banks were, after 
all, “brokers,” persons who brought 
buyers and sellers together—in this 
case, buyers and sellers of savings. 
Commercial banks grew from 28 in 
1800 to over 800 in 1850 and 1500 by 
1860. 

Furthermore, larger scale invest¬ 
ment bankers developed in the pe¬ 
riod between the Civil War and World 
War I. J.P. Morgan and Company, 
Edward H. Harriman, National City 
Bank, Kuhn, Loeb and Company were 
all well established by 1910. They 
served as middlemen between the 
offerors of savings and large firms 
whose capital needs were immense by 
earlier standards. Other financial in¬ 
stitutions developed. The New York 
Stock Exchange (founded in 1817) be¬ 
came a prominent market by the turn 
of the centuiy in which money capital 
could be made available to those who 
needed it. 

American savings overflowed na¬ 
tional boundaries. By the 1870’s, pri¬ 
vate American capital was traveling 
abroad to China where it financed the 
construction of the Hankow-Canton 
Railway. Millions more went to Ger¬ 
many and Sweden for investment 
there. Twenty-five million was sunk 
into Russia (prior to the Russian 
Revolution of 1917) to aid the con¬ 
struction of railroads in that coun¬ 
try. 6 It is no accident that economic 
historians say that the period be¬ 
tween 1850 and 1900 was a period 
of probably the highest savings rate 


in American history. It was the “Age 
of Saving,” the “Era of Thrift.” 

HI. CAPITAL GOODS 

Savings lying idle bring no benefits. 
But American money capital was con¬ 
verted into capital goods. What are 
capital goods? These are goods which 
are not immediately consumed but 
which are instead used in further 
production. Examples of capital goods 
are tools, machines, pieces of equip¬ 
ment and buildings in which produc¬ 
tion takes place. However, capital 
goods are not necessarily large and 
complicated pieces of equipment. The 
hair stylists scissors, comb and move- 
able chair are all capital goods, too, 
because they are goods used in further 
production, namely in the production 
of haircuts. Consumer goods, as 
opposed to capital goods, are immedi¬ 
ately used to bring satisfaction. A 
cheeseburger and a T-shirt are con¬ 
sumer goods because they bring im¬ 
mediate satisfaction and are not used 
in further production. 

Adam Smith in his Wealth of Na¬ 
tions tells how he came across a primi¬ 
tive pin-making workshop employing 
ten men. He found the workers using 
limited, crude capital goods tools to 
heat, shape, point and pack the pins. 
With even those crude tools and by 
dividing tasks, observed Smith, ten 
men could make 48,000 pins a day. 
Imagine the surprise of Adam Smith 
if he could have been transported 100 
years ahead to an American plant in 
1850. There, ten employees, each with 
four capital machines, could produce 
a total of 6,000,000 pins a day! 7 

Why use capital goods in produc¬ 
tion? Because they increase what a 
worker can produce. We commonly 
call this an “increase in productivity.” 
It comes about because the laborer is 
given better tools with which to do the 
job. It is the difference between the 
amount of dirt one can move with an 
ordinary shovel, on the one hand, and 
the amount of dirt one can move with 
a bulldozer, on the other. All sorts of 
capital goods industries expanded dim¬ 
ing this period. One example of the 
increase in the use of tools is the lum¬ 
ber industry. There, the demand for 
the basic tool of lumbering the ax was 


so great that over 40,000 axes were 
required each month to cut the tim¬ 
ber that helped to build homes, facto¬ 
ries, churches and schools across the 
land. 8 Herman Krooss refers to the 
overall growth in productivity this 
way: “Better data did not appear un¬ 
til 1849, when the government took its 
first census of manufacturers. Gross 
value of manufactured products was 
then estimated at a little over $1 bil¬ 
lion. By 1860, it was almost $2 bil¬ 
lion, and by 1899, $11 billion. During 
the last half of the nineteenth century, 
therefore, gross value doubled every 
14 years.” 9 

Perhaps the increase in population 
can be better grasped by Krooss’s ref¬ 
erence to more concrete statistics: 

A cotton-textile worker in 1840 turned 
out 10,000 yards of cotton sheeting in 
a 13 hour day; in 1900 he produced 
three times as much in an 8 hour day. 
An average ironworker produced 5 tons 
of pig iron in 1830,15 tons in 1850 and 
130 tons in 1960. Machines made much 
of this possible, for, like the sewing 
machine, which cut the time to make a 
man’s shirt from 14 hours to 1 hour, 
they lowered production time and thus 
immensely raised productivity. 10 
Throughout the United States these 
machine-equipped workers were 
producing more than anyone had 
ever imagined could be provided. 
But producing more of what? Some 
commentators have said that capi¬ 
talism during this period produced 
only huge factories and large for¬ 
tunes. The tremendous growth of 
the nineteenth century, however, 
occurred because producers were 
motivated, energized and activated 
by the demands of millions of con¬ 
sumers. The Age of Capital Goods 
was and is at the same time the Age 
of Consumer Goods. Production, 
then, was directed at consumption. 

IV. HOW CAPITAL GOODS 
HELP THE CONSUMER 

A walk through an average frame 
house in a larger midwestern city 
around 1880 would reveal the benefits 
that were being brought to consumers 
by market production. The attractive 
factory-made furniture of maple and 
oak, typical of the times, could be 
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bought by a middle income family for 
the first time in American history; the 
use of capital goods, the mechanical 
power circular saw and the turning 
lathe, made inexpensive furniture 
available for many. 

More capital meant larger amounts 
of consumer goods. The wallpaper in 
the parlor would not be imported or 
hand-drawn, but the pattern would 
appear even and distinct. Three de¬ 
cades before the walls would have been 
bare. But in 1880, householders could 
choose from many patterns economi¬ 
cally priced because the use of the cyl¬ 
inder press, a capital good, had greatly 
lowered the cost of wallpaper, begin¬ 
ning nearly twenty years previously. 
The carpet under foot would have been 
purchased for about $.59 a yard. Tex¬ 
tile machinery placed floor coverings 
within the reach of many. 11 

Technological change in the 
manufacture of other goods cut costs 
of production drastically and re¬ 
sulted in a quick and substantial 
price reduction. “Thus, when Con¬ 
necticut manufacturers began to 
mass-produce clocks with machinery 
and interchangeable parts, the cost 
of a clock fell from $50 in 1820 to $6 
in 1840 and to $.75 by 1860. Cotton 
sheeting cost $.18 a yard in 1815 and 
$.02 in 1860, while the general price 
level fell by half.” 12 

Even the newspaper on the hall 
table could properly be regarded as, 
in part, a product of capitalism. Gen¬ 
eral circulation papers began to ap¬ 
pear about 1840 and by 1900 they had 
total subscribers in the millions. 
Newspapers had been in existence 
from the colonial period, but they had 
always been papers of limited reader- 
ship and appeal. One important rea¬ 
son that the new popular presses 
caught on beginning in the 1840 , s was 
that so many ordinary workers had 
increased leisure time to read. And 
they had time for entertainment. 
Home amateur musicianship blos¬ 
somed in the late 1800’s and contin- 
led to grow in the early 20th century. 

5 ears Catalogue featured what it 
called the “Beckwith Family Favorite,” 
i piano for the parlor costing $89. 
Dnce again, capital goods lowered the 
:ost of musical instruments, and fami¬ 


lies had increased leisure in which to 
enjoy new entertainments. 

The success of other forms of enter¬ 
tainment illustrates the amounts of 
free time and extra income that began 
to be available to American workers. 
Organized baseball took hold in the 
1850’s and Rugby football began to 
have followers after the Civil War. 
Hearst’s New York Journal was the 
first newspaper to have a “sports sec¬ 
tion” and that occurred in 1895. More¬ 
over, a new American institution 
began to be embraced by workers, 
clerks and mill hand alike—the sum¬ 
mer vacation. 13 

Not only did the livingrooms and 
parlors give evidence ofAmerican eco¬ 
nomic progress, but in fact, the birth 
of a new room was made possible by 
capital-intensive production—the 
bathroom. It is fair to say that before 
the 1840*s the “bathroom,” as a sepa¬ 
rate room, did not exist. The kitchen 
was the most frequent site of infre¬ 
quently taken baths. The first station¬ 
ary tub with plumbing appeared in the 
early 1840’s. By the Civil War, how¬ 
ever, Albany, New York, a town of 
62,000 had only nineteen such tubs. 14 
On the other hand, by 1880, the sta¬ 
tionary wooden tub with copper or zinc 
lining was commonly found in homes. 
Over the last decades of the nineteenth 
century and on into the early twenti¬ 
eth century, the outdoor privy (out¬ 
house) came inside, thanks to great 
advances in the production of sewer 
pipes and systems. Mass-manufactured 
tubs, toilets and sinks appeared and 
were housed together in an entirely new 
place, the bathroom. Capital produc¬ 
tion would later make Americans into 
“two bathroom” households. 

In the wardrobe could be found yet 
further evidence of the significant 
changes produced by nineteenth cen¬ 
tury capital accumulation. Textile 
manufacturing, as it had done in En¬ 
gland, provided lower cost clothing to 
all Americans. By the end of the nine¬ 
teenth century, “dress ceased to be a 
very good indicator of differences in 
scales of living.” 15 Textile plants made 
the clothes of the wealthy and the 
modest almost indistinguishable. Few 
could discern the difference between 
ready-made pants of the factory 


worker and tailor-made slacks of the 
professional. 

V. WAGES IN THE 
19TH CENTURY 

The capital equipment that made 
goods production cheaper and prices 
lower also, over the whole of the pe¬ 
riod, raised workers’ wages. 

Prior to 1820, there is little evidence of 
any apparent increase...From 1820 to 
1850, the gain in real wages was im¬ 
pressive. Prices fell to about 60 per¬ 
cent of their 1820 level, and money 
wages, especially for those with high 
skills, increased markedly. The real 
wages of some skilled workers qua¬ 
drupled over the first 50 years of the 
century. It was said that a skilled 
worker at the beginning of the period 
could buy a 15-pound turkey with his 
daily pay; in 1850, he could buy five 
turkeys with what he made. 16 
Even the less skilled general worker 
enjoyed wage increases over the period 
from 1820 to 1850 of 50 to 60 percent. 
Real wages continued to rise on into 
the twentieth century. Workers were 
simply able to produce more and, 
therefore, warrant higher pay. 

Why, then, do we have so much? 
Because those who went before us 
saved and invested in capital goods 
which were used to produce consumer 
goods. It is not too much to say that 
such a century of saving, investment 
and production should be regarded as 
a kind of bequest from those of the 
previous age to the present genera¬ 
tions. It is a device from one genera¬ 
tion to all who follow—a legacy of 
prosperity. 

VL SAVING AND CAPITAL 
GOODS TODAY 

Although we have benefitted from 
past savings and the investment of 
these savings in capital goods, future 
generations depend upon our present 
saving and investing to insure contin¬ 
ued economic well-being. New savings 
are necessary (1) to replace worn out 
capital goods such as furnaces and roll¬ 
ing mills in heavy industry, and (2) to 
purchase new capital goods which had 
not been available to previous eras 
such as computerized data banks and 
processing tools. 
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The process of capital accumulation 
in times of greater complexity still 
depends upon the elementary prin¬ 
ciple of saving* Christians should op¬ 
pose public policies which tax savings 
inordinately. Today, income earned on 
savings is taxed in the year it is 
earned, even when the owner of the 
savings elects to allow the income to 
accumulate, that is, to not use it im¬ 
mediately. (Individual RetirementAc- 
counts are a lone exception to this 
rule.) Such tax policies make it less 
attractive to save, and by so doing, 
make the long-term benefits that rapid 
savings bring, less attainable. 

Furthermore, Christians should 
stand against popular hedonistic phi¬ 
losophies which urge men and women 
to live for the present and ignore the 
future. The practice of saving is part 
of the appropriate anticipation of the 
needs which lie ahead. Careful con¬ 
sideration of one’s resources and a re¬ 
sistance to every passing desire is part 
of living as responsible Christian stew¬ 
ards. Saving is a concrete manifesta¬ 
tion of that biblical view of life. 

*Dr. John A. Sparks is Chairman 
of the Department of Business Admin¬ 
istration, Economics and International 
Management at Grove City College. 
He has written numerous articles on 
economic and social issues. 
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PROFITS AND ENTREPRENEURSHIP 

by Dr. John C. Moorhouse* 


Editor’s Note: The pursuit of profits is often condemned in 
sermons and religious writing. Some of the criticism is 
justified. The pursuit of profits, just as with the pursuit of 
fame or status, can be idolatry. However, profits do serve an 
important societal purpose. The prospect of profits induces 
enterprisers to combine labor, resources and capital to produce 
new products which the enterpriser believes will bring 
satisfaction to consumers. Let us assume that each unit of the 
new product costs $4.00 to produce (costs of production). If a 
consumer will cover those costs of production and then some 
with the price he is willing to pay for the product, then the 
enterpriser will make a profit. If consumers, for example, are 
willing to pay $5.00 for a unit of the new product, then the 
enterpriser will make a $1.00 profit per unit. By correctly 
anticipating consumer demand, and by shifting labor, 
resources and capital to meet that demand, the profit-guided 
enterpriser increases the well-being of consumers. When this 
effect is multiplied by the tens of thousands of enterprises in 
the larger economy, the effect of a profit-directed system on 
society's total welfare is highly beneficial. 

Once profits appear, they attract other producers who, 
seeing the profits, hope to make them too. This is as it should 
be. Consumers are signaling their demand for the product in 
question. Eventually, the profits will decline because the 
demand has been satisfied and the resources dedicated to that 
production are sufficient to meet the demand. In this way, the 
ever changing wishes of buyers will be translated into available 
products. If profits are restricted or abolished by law, then 
they will not be effective in helping to guide production. 
Economies where profits are prohibited have been known for 
unresponsiveness to consumers, resulting in shortages of some 
good and surpluses of others. In these situations, profits have 
not been allowed to be the transmitters of consumer desires to 
the productive sector. 


I. THE TALE OF 
AN ENTREPRENEUR— 
EDWIN LAND 

In 1932, Edwin Land hardly pre¬ 
sented the image of the young man 
most likely to succeed. This son of a 
Connecticut scrap dealer, in quick suc¬ 
cession, dropped out of college and 
moved to New York City where he 
rented a loft in a rundown building on 
55th Street. Impatient with formal 


studies, Land left school in order to 
pursue his passionate interest in op¬ 
tics. Living on borrowed funds and 
working alone in a makeshift labora¬ 
tory, he struggled for three years de¬ 
veloping what he called “polaroid 
screens”—soon to become non-glare 
sunglasses. 

With samples of his device in hand, 
Land approached American Optical 
Company, where the significance of his 


invention was recognized immedi¬ 
ately. Soon American Optical was mar¬ 
keting the new sunglasses. This much 
superior product proved to be a com¬ 
mercial success. Tb meet the growing 
demand, American Optical expanded 
production, hired more workers and 
cut prices of its polaroid sunglasses. 
Meanwhile, profits from the venture 
allowed Land to establish the Polaroid 
Corporation in 1937. Its capital value 
was one million dollars. 

The heart of the enterprise was a 
modem research laboratory in Cam¬ 
bridge, Massachusetts. There, Land 
turned his attention to developing ad¬ 
ditional new products including cam¬ 
era filters, 3-D motion picture lenses 
and 3-D viewing glasses. By the late 
1930s, imaginative businessmen were 
flocking to the laboratory in order to 
negotiate contracts by which they 
could produce and market Land's in¬ 
novations. Contracts were signed with 
Kodak, Bell and Howell, and several 
motion picture companies. Of course, 
not all of the products proved commer¬ 
cially successful. For example, initial 
consumer acceptance of 3-D movies 
quickly waned and by the mid-1950s, 
no major studio in the United States 
was producing 3-D motion pictures. 
But for the most part, American con- 
sinners gave Land their dollar votes 
as they pin-chased the products which 
his inventiveness made possible. 

Land's greatest financial success 
story was his introduction of the 
Polaroid Instant Camera in 1949. Its 
development took ten years. Solving 
the problems of camera design, the 
chemistry of the film pack, and of lens 
operation, represented significant 
technological achievements. Land per¬ 
sonally devoted many more years to 
redesigning and to perfecting the in¬ 
stant camera. The rest is history. To¬ 
day, instant photography is a major 
competitive factor in the world mar¬ 
ket for cameras. 

Was Land's financial success as¬ 
sured by his scientific genius? Not ac¬ 
cording to Land. “I am an artist. My 
most significant talent lies (not in op- 
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tics or chemistry) but in the ability to 
foresee the demand for new consumer 
products and to believe that the prod¬ 
uct can be made. ... My goal has al¬ 
ways been to create new products that 
are well made and useful and to make 
them attractive values to the public 
and at attractive profits to the Com¬ 
pany. 1 (emphasis added) 

Economists would call Edwin 
Land an “entrepreneur.” Entrepre¬ 
neur has its root meaning in the 
French verb “entreprendre,” which 
means “to undertake.” An entrepre¬ 
neur is a person who undertakes 
business production projects because 
he alertly sees what he thinks are 
future demands by consumers. Mr. 
Land foresaw that Americans would 
be willing to purchase a camera 
which offered instantaneous devel¬ 
opment of a snapped photograph. He 
estimated that he could organize the 
production of such a camera so that 
the manufacturing costs (parts, la¬ 
bor, machines) would be less than 
the price per unit which consumers 
would be willing to pay for the new 
product, thus yielding him a profit. 
As a result of his entrepreneurial 
decision, consumers obtained a new 
picture-taking product at prices they 
could afford. In addition, literally 
thousands of individuals obtained 
more attractive jobs, at higher 
wages, working for Polaroid. The 
profits generated in the process pro¬ 
vided both the incentive to under¬ 
take the entrepreneurial venture in 
the first place and the means to fi¬ 
nance later product development, 
production and distribution. The key 
to grasping the important role of 
profits in the economic system is to 
understand that profits arise not 
from genius in isolation but from the 
special ability to identify and serve 
the interests of consumers. Not all 
entrepreneurial profit-seeking in¬ 
volves the introduction of novel in¬ 
ventions as in Land's case. There are 
many ways of serving the consumer 
as will be discussed below. However, 
in all cases, an entrepreneur earns 
profits only if he correctly antici¬ 
pates the future demands of consum¬ 
ers for the product he is intent upon 
providing. 


II. WHAT ARE PROFITS? 

The production process involves 
the transformation of certain inputs, 
such as land, labor, raw materials and 
machine services (capital) into fin¬ 
ished goods or output. The finished 
goods are demanded because they can 
be used and consumed by purchasers. 
Let's take the purchase of a compact 
disk (CD) by a high school sophomore. 
The CD by his favorite group was pro¬ 
duced by combining the efforts of a 
vocalist, back-up musicians, some so¬ 
phisticated machinery, a piece of plas¬ 
tic, label paper, and the efforts of a 
number of persons involved in mar¬ 
keting and distributing the CD. The 
sophomore buys the CD because it 
affords him hours of listening plea¬ 
sure. Tb be more precise, he values the 
services the CD provides more than 
the money ($12.95) he gives up to se¬ 
cure the CD, while the owner of the 
audio store values the $12.95 more 
than the CD. Both the high school 
sophomore and the store owner are 
better off because of the voluntary 
exchange. This process of voluntary 
exchange works all the way back, 
through a number of stages, to the 
original act of hiring the vocalist, buy¬ 
ing the raw plastic and paper and se¬ 
curing the machine services. Although 
the details differ for each of the liter¬ 
ally millions of consumer goods made 
available by the market, each produc¬ 
tion process involves similar stages of 
input-output transformations and ex¬ 
change. 

As was said earlier, profits arise 
when an individual foresees an op¬ 
portunity to purchase inputs at one 
set of prices and to transform those 
inputs into a finished output that 
can be sold at a price higher than 
the total cost of the inputs. The dif¬ 
ference between what the entrepre¬ 
neur pays for the inputs and the 
price at which he sells the output 
(finished good) is profit. Character¬ 
istically, the entrepreneur must be 
alert to potentially profitable oppor¬ 
tunities and must be willing to act 
on those opportunities. In a very real 
sense, therefore, an entrepreneur 
does not make profits; instead, con¬ 
sumers pay him profits because he 
has produced what they want. 


HI. HOW ARE 
PROFITS PRODUCED? 

Let's explore the process which 
leads to profits in more detail. First, 
entrepreneurial profits can be earned 
in a variety of ways. Edwin Land 
earned profits by producing completely 
new consumer goods. Other entrepre¬ 
neurs have developed new techniques 
for producing old products. The 
handheld calculator, for example, per¬ 
forms much the same functions as the 
old bulky adding machine. But the 
newer instrument is designed around 
sophisticated microelectronic circuitry 
while the older is entirely mechanical. 
The electronic calculator generated 
profits for its developers, not so much 
because it was a completely new prod¬ 
uct, but because its production was 
based on the use of very low-priced 
inputs. 

Profits can emerge without the in¬ 
troduction of any new technology sim¬ 
ply because of a change in consumer 
demand which is correctly anticipated 
and met by an alert entrepreneur. For 
example, the baker will earn a profit 
when he decides to bake and market 
more units of whole-wheat bread be¬ 
cause he correctly projects that con¬ 
sumers will demand more natural 
foods than they have heretofore. Such 
profits are just as much profits as 
those obtained by Edwin Land from 
his camera. New methods of exploring 
for crude oil, producing energy from 
hitherto unknown sources, relaying 
communications, transporting goods, 
and informing consumers about goods 
and services are all examples of en¬ 
trepreneurial activities undertaken 
because of the promise of profit. Prof¬ 
its can arise at any of the stages of 
production from the acquisition of the 
original inputs, through intermediate 
processing, to the marketing of fin¬ 
ished goods and services. 

Second, when thinking about profit, 
it is important to remember that when 
the entrepreneur first sets out to offer 
a new product, there are, as yet, no 
profits in hand, only future profit pos¬ 
sibilities. Anticipated profits do pro¬ 
vide a real incentive for entrepreneurs 
to remain alert to opportunities and 
to act upon them, but such profits are 
never guaranteed! 
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Two things must be anticipated cor¬ 
rectly by the entrepreneur for poten¬ 
tial profit of his “dreams” to become 
realized or actual profit in his wallet: 

(1) The entrepreneur must have cor¬ 
rectly predicted consumer demand for 
his final product which is strong enough 
to yield him a certain price, and 

(2) The entrepreneur must have cor¬ 
rectly predicted the costs of the various 
inputs or components which he com¬ 
bined to make the final product. 

If the price he foresaw is willingly 
paid by enough purchasers for this 
package of inputs that he has brought 
together, and if his costs when com¬ 
bined together are lower than the price 
received, then and only then will profit 
appear. All too often, the general pub¬ 
lic condemns profits after they emerge. 
Profits are viewed as “unearned” or 
arising from something that “anybody 
could have done.” What is often for¬ 
gotten by the “man on the street” is 
that entrepreneurs commit them¬ 
selves today for an uncertain reward 
tomorrow. By contrast, most economic 
actors make commitments today for 
sure, contractural payments in the 
future. 

Third, suppose an entrepreneur 
successfully markets a new product 
which generates positive profits. Those 
profits will tend to foster imitation; 
they attract other entrepreneurs, that 
is, other businessmen, who, observing 
the original success, will begin to of¬ 
fer similar products. For example, sev¬ 
eral years ago, Kodak introduced its 
own version of the instant camera in 
order to capture a share of the market 
dominated by Land’s highly profitable 
Polaroid camera. Competition 
among producers drives consumer 
prices down, thereby eroding entre¬ 
preneurial profits. The consumer 
ends up with alternative sources of 
the good at lower prices. The origi¬ 
nal market innovator finds his prof¬ 
its eroded, and the imitators find that 
the new market price of the good just 
covers the costs of production. 

Consumers of the product and em¬ 
ployees in the newly expanded indus¬ 
try are the real long-run beneficiaries 
of the competitive profit system. No¬ 
tice that it is the existence of entre¬ 
preneurial profits that sparks the 


competitive market process. In the 
typical case, entrepreneurs can expect 
to earn profits only for a little while 
until the competitive process lowers 
prices and spreads the permanent ben¬ 
efits of entrepreneurial action 
throughout the economy. 

IV, WHAT ABOUT LOSS? 

The future is always uncertain. One 
can never have perfect foresight. One 
can never have the information nec¬ 
essary to perfectly predict future con¬ 
sumer preferences, input prices, 
competitors’ actions, government poli¬ 
cies, weather conditions or interna¬ 
tional political relations. Indeed, it is 
conceptually impossible to obtain such 
definite information because it does 
not and cannot exist. As a result, en¬ 
trepreneurs must exercise their best 
judgment as to future conditions. If 
their judgments are wrong, business 
mistakes will be made and losses gen¬ 
erated. The system just described is 
better referred to as the profit and loss 
system rather than “the profit system.” 
The market process rewards sound 
decisions and penalizes mistakes. The 
long-run result is to drive from the 
ranks of entrepreneurs those who sys¬ 
tematically make mistakes and waste 
scarce resources. This is socially re¬ 
sponsible and economically correct. 
Since entrepreneurial action is the 
mechanism bringing about economic 
change, the discipline of the profit and 
loss system is itself highly desirable. 

An entrepreneur is also a loss 
bearer as well as a profit maker. Sup¬ 
pose that he contracts for a load of tim¬ 
ber; the lumber is paid for at the 
market price. The fact that as a result 
of his entrepreneurial decision the 
lumber is transformed into furniture 
that consumers do not want to buy, in 
no way affects the contractual pay¬ 
ment for the lumber. Any losses are 
the furniture manufacturer’s. On the 
other hand, since the lumberman 
played no role in deciding how the lum¬ 
ber would be used, he shares in nei¬ 
ther the profits nor the losses that 
result from the furniture 
entrepreneur’s decision. The loss on 
the exchange is borne entirely by the 
entrepreneur. The responsibilities 
shouldered by the entrepreneur here 


are real. Profits or losses are unique 
rewards to entrepreneurship; they 
have nothing in common with pay¬ 
ments for other productive inputs— 
wages to labor, prices per unit of raw 
material, or interest payments on capi¬ 
tal equipment. 

V. THE SOCIAL 
FUNCTION OF PROFITS 

Let us take a moment to conduct a 
thought experiment. Imagine an 
economy in which consumer prefer¬ 
ences, population, the availability of 
resources and technology were un¬ 
changing. Economists refer to this as 
an Evenly Rotating Economy. In such 
an economy, output prices, input 
prices, incomes and production levels 
of all goods would remain constant. 
Within the constraints of available 
resources and fixed technology, con¬ 
sumers would obtain the goods they 
most value period after period. Like¬ 
wise, businessmen would produce the 
same kinds and amounts of goods us¬ 
ing the same kinds of inputs period 
after period. Agrand consumption-pro¬ 
duction balance would be struck. 

Under such conditions, there would 
be no opportunities to earn entrepre¬ 
neurial profits. There would be no new 
technologies or production techniques 
to develop, and since consumer pref¬ 
erences would be set, there would be 
no way of winning customers by intro¬ 
ducing new products. Further, because 
by assumption, all available resources 
(productive inputs) are known, there 
are no opportunities for discovering 
new sources of standard inputs or in 
developing entirely new inputs. Nei¬ 
ther the labor force nor labor produc¬ 
tivity would grow, so there would be 
no opportunities to earn entrepreneur¬ 
ial profits by reorganizing a produc¬ 
tion process to use more labor. Perfect 
information and unchanging economic 
factors extinguish all possibilities of 
earning profits. 

Tb be sure, the Evenly Rotating 
Economy is imaginary, but it serves a 
useful purpose because it allows us to 
think more clearly about the role of 
profits and entrepreneurship in a real 
economy. In reality, of course, the un¬ 
derlying economic factors discussed 
above (consumer preferences, popula- 
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tions, resources and technology) are 
constantly changing. Discrepancies 
between what is possible and what is 
being done do open up. It is just such 
discrepancies that profit-seeking en¬ 
trepreneurs work to close. They dis¬ 
cover and act upon new possibilities 
for serving the consumer better. En¬ 
trepreneurs are the initiators of the 
economic change comsumers desire. 

Who can be an entrepreneur? The 
answer is simple—anyone. One does 
not have to be a businessman; most 
businessmen focus their attention on 
week-to-week management and pro¬ 
duction decisions. Nor does an entre¬ 
preneur need a lot of money (capital). 
Capital is just another productive in¬ 
put like labor or raw materials; capi¬ 
tal can be hired (borrowed from those 
who save money from their incomes). 
No, entrepreneurs are not managers 
or capitalists. They are economic seers 
who act on the information they have 
about the future. Each person has in¬ 
formation that is not widely known 
yet. If that special information is of 
economic significance and one is will¬ 
ing to act upon it, one may become an 
entrepreneur just as Edwin Land did. 
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sor of Economics, Wake Forest Univer¬ 
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Labor Policy Analysis of Baylor Uni¬ 
versity and Visiting Professor at 
Brown University. His research fo¬ 
cuses on government regulation of pri¬ 
vate enterprise and his articles have 
appeared in a number of professional 
journals and popular publications. 
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PRIVATE PROPERTY, NON-OWNERSHIP 
AND THE THIRD WORLD 

by John A. Sparks* 


Editor’s Note: Property in goods—real and personal—is an 
important biblically-supported concept . Biblical admonitions 
against theft, moving boundary markers and protecting 
inheritance are meaningless without private property . Property 
rights generally bring other benefits: they encourage care and 
wise use of scarce resources. 


IN DEFENSE OF 
PROPERTY RIGHTS 

The private property rights of 
persons have long been protected by 
both the Roman civil law with its 
many devices and doctrines 1 and by 
the English common law with its 
“bundle of rights” formulation. In 
the latter, ownership or property 
rights are comprised of a group of 
rights which the owner of the good 
claims toward others. 2 When we say 
that Mr. Schmied “owns” a shirt, we 
are ascribing to him a certain list of 
rights. 

First, he has a right to use the 
shirt for his own benefit and to re¬ 
tain possession of it. This is another 
way of saying that, in the usual case, 
he can insist upon others not using 
it. A second right included in own¬ 
ership is the right to alienate the 
shirt, which simply means to sell it 
to another. Once again, the right of 
transfer is available to the owner, 
not to non-owners. It is an exclusive 
right. The third right is the right of 
the owner, Mr. Schmied, to give the 
shirt to someone else. Lawyers call 
this an inter vivos gift (i.e., a gift 
made between two living persons). 
Similarly, the owner has a right to 
devise or bequeath the shirt (will it 
to another). In addition, the owner 
can choose to lease or rent the good 
to someone else, thus giving up tem¬ 
porary possession of the good but not 
the right to have the good returned. 
Finally, although implied by the 
right to lease, the owner has a right 
to earn income from the shirt (such 
as selling advertising space on it). 


All these rights when amalgamated, 
constitute ownership. Taking away 
these incidents would deny Mr. 
Schmied ownership even though the 
good technically still may be titled 
in his name. 

In addition to legal defenses, vari¬ 
ous ethical and religious arguments 
in favor of private property have 
been offered through the centuries. 
One of the oldest and clearest 
sources arguing in favor of owner¬ 
ship is the Bible. Holy Scriptures 
maintain the principle of ownership. 
First, the Scriptures give specific 
protection by providing punishment 
for those who commit crimes against 
the owners of real and personal 
property. Most obviously, theft of 
property is condemned by the 
Decalogue and punished by requir¬ 
ing restitution (the restoring of the 
good or its value), as well as “super¬ 
restitution” (a multiple of the value 
of the item stolen). 3 As the Reforma- 
tional leader John Calvin said in 
summarizing the Eighth Command¬ 
ment, “Tb sum up: we are forbidden 
to pant after the possessions of oth¬ 
ers, and consequently are com¬ 
manded to strive faithfully to help 
every man to keep his own posses¬ 
sions.” 4 Calvin also says that one 
function of civil government is, “(It) 
provides that each man may keep his 
property safe and sound.” 5 Real es¬ 
tate is accorded separate, more spe¬ 
cific protection by biblical law. The 
injunctions against moving land¬ 
marks were meant to make inviolate 
the boundary stones by which the 
Hebrews marked the limits of their 


holdings. 6 The moving of the stones, 
which was a common practice among 
land thieves, was hated by the Al¬ 
mighty. 7 

On the subject of inheritance, there 
are clear legal rules designed to pro¬ 
tect the descent of property to family 
members. 8 Moreover, the Old Ttesta- 
ment law contains provisions for the 
restoration of lost property, 9 repara¬ 
tion for damage or loss to property, 10 
provisions for governing risk of loss in 
bailments, 11 and redemption regula¬ 
tions. 12 In conclusion, Holy Writ pro¬ 
vides ample evidence of God’s 
consistent recognition of ownership 
rights in property, His intention to 
maintain and protect these arrange¬ 
ments, and His extreme dissatisfac¬ 
tion with those who attempt to take 
lawful property from another by direct 
or indirect means. 

Another commonly referenced 
moral defense for private property is 
provided by John Locke in his Two 
Treatises of Government. Locke’s theo¬ 
retical justification for private prop¬ 
erty begins with certain propositions 
about God and man. The first is that 
the world was intended by the Creator 
for the use of His creatures. Second, 
that God intended us to labor for our 
livelihood. 13 Third, that we have a kind 
of exclusive right to ourselves, which 
Locke calls a property in our own per¬ 
son (apparently meaning a right to 
one’s own labor). Fourth, we have a 
right to mix our labor with other re¬ 
sources, and in so mixing we are en¬ 
titled to own the resource. 14 Locke’s 
conception can be understood by imag¬ 
ining a person taking land that was 
not previously owned by anybody else 
and cultivating it, thus producing an 
ownership right for himself. By his 
effort and work, he creates an histori¬ 
cal entitlement which is superior to the 
claims of anyone else. One of the main 
purposes of civil government, if not the 
main purpose, is the preservation of 
property rights gained in the manner 
described above. 15 Because the origi- 
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nal right which a person enjoys in his 
own labor is morally defensible, then 
its transference to “things” makes 
holding and owning property morally 
defensible. 

Private property has also been de¬ 
fended based upon the beneficial re¬ 
sults produced by private ownership. 
Hardly debatable any longer is that 
collectivist systems of economic orga¬ 
nization will yield citizens meager, 
drab goods when contrasted with mar¬ 
ket systems based on private property. 
Recently, certain authors have tried to 
measure the disparity between politi¬ 
cally open societies which subscribed 
to the rule of law, private property, and 
free markets and those societies which 
were otherwise. The study showed 
that the open, private property-based 
economies grew at three times the rate 
and were two and a half times as effi¬ 
cient as economies where freedoms 
were abridged. 16 

Some would say that an argument 
from results is not a moral argument; 
and yet, if one system repeatedly 
yields significantly better benefits to 
substantial numbers of citizens while 
another system produces poverty and 
stagnation for the mass of citizens, 
then are not the opposers required to 
refute its superior performance before 
advocating the second? Nevertheless, 
with legal defenses, moral and reli¬ 
gious support, the advocacy of philoso¬ 
phers, and even the testimony of 
beneficial economic results all on the 
side of private property, non-owner- 
ship systems still find considerable 
favor in the countries of the less-de¬ 
veloped world today. What are these 
non-ownership systems, what theo¬ 
retical features do they have, and how 
do they work in fact? 

SYSTEMS OF NON-OWNERSHIP 
OR WEAKENED OWNERSHIP 

Two kinds of non-ownership sys¬ 
tems primarily exist in the less-de¬ 
veloped world. The first type is 
customary communalism or common 
property; the second is some variety 
of state socialism (often adopted af¬ 
ter independence has been gained 
from a particular colonial power). 17 
This essay turns first to communal 
forms. 


COMMUNALISM 

Communal systems contrast in sev¬ 
eral important ways with private prop¬ 
erty orders. First, and most 
fundamentally, communal systems do 
not recognize individual owners with 
exclusive rights to use and benefit 
from the property. 18 Jeremy Waldron 
writes that private property is really 
not a matter of the relationship be¬ 
tween a person and a thing, but in¬ 
stead a legal relationship between the 
owner and all other persons trying to 
claim the thing. 19 The owner's rights 
in private property are best under¬ 
stood as recognized protections against 
appropriation by others. Of course, 
under common-property arrange¬ 
ments, the property belongs to all the 
community members who have undi¬ 
vided non-exclusive interests in it. No 
member can lawfully keep another 
from use of the property. Further, this 
means that individuals can neither 
transfer (alienate) the property or its 
parts nor devise (will) the property. In 
short, most of the basic rights bundled 
in English common law are not recog¬ 
nized under traditional communal ar¬ 
rangements. Whereas “ownership” in 
the Anglo-American tradition usually 
means the right to exclude, to benefit 
from individual use, to sell and will the 
property, the absence of these funda¬ 
mental attributes of ownership has led 
the writer to refer to "communalism 
as a “non-ownership” system. 

Economic science tells us that there 
are certain predictable results from 
such communitarian arrangements. 
The first undesirable outcome of com¬ 
munal property is the dwindling incen¬ 
tive to work on and improve the 
property. Individual community mem¬ 
bers have little incentive to work hard 
because all members have a commu¬ 
nity claim on the fruits of labor done 
on the common lands. Students of 
nineteenth-century American history 
are familiar with this effect from the 
various utopian communities such as 
New Harmony, Oneida, and others. 
The founders of such communities 
were often averse to private property 
and sought more “benign” modes of or¬ 
ganization. Consequently, the commu¬ 
nities frequently jettisoned private 
ownership and sought to operate on a 


communal basis. Disputes and dissen¬ 
sions invariably arose among the 
members because some did not work 
or work enough in the eyes of others, 
and yet these “slackers” were entitled 
to the same equal share as others who 
worked hard. 20 Historically, members 
of these communes grew preoccupied 
with the “fair” distribution of the ever 
decreasing “pie” and became disinter¬ 
ested in the production of a larger 
“pie.” By contrast, private ownership 
links production and distribution, so 
to speak. If one produces, then one is 
entitled to receive a distribution. This 
tension, among others, led to the even¬ 
tual dissolution of the communities. 

Furthermore, with common prop¬ 
erty not only is there a dearth of in¬ 
centive to produce immediate goods, 
but there is no natural impetus to 
make improvements in communal 
lands which will yield future benefits. 
Why should a community member in¬ 
vest his own scarce resources in clear¬ 
ing, fertilizing and sowing common 
lands which are then used by any and 
all members or which may be aban¬ 
doned by a community decision to re¬ 
locate (nomadic communalism)? Pure 
communalism tends to orient users to 
immediate gains from use rather than 
to more distant return, which leads to 
yet another harmful result. Econo¬ 
mists sometimes call it over usage, 
intense usage or failure to conserve. 
Let us take a nomadic tribe as our ex¬ 
ample. The tribal member has no com¬ 
pelling reason to control the grazing 
of his livestock. As DeMeza and Gould 
concluded in their analysis of hypo¬ 
thetical cattle graziers: 

Under free access (communalism) 
each grazier increases the size of his 
herd until the private net marginal 
benefit (marginal revenue product mi¬ 
nus fixed price of input) is zero. In so 
doing he ignores the external 
diseconomy imposed on the other gra¬ 
ziers. . . . Under private property, the 
externality is internalized. A private 
landlord would restrict the herd super¬ 
vised by each grazier to the efficient 
size. 21 

As Burton says in less technical 
language: 

Every tribesman has the incen¬ 
tive to get to good pasture first and to 
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graze it to the point of denudation, 
without consideration of the external 
(social) costs. The result has been over- 
grazing, denudation of the tree and 
shrub cover, soil erosion and eventual 
desertification. 22 

Individual effort to conserve re¬ 
sources over the long run are best 
promoted by the establishment of 
private property, not the advocacy of 
communalism. 

COMMUNALISM IN PRACTICE 

African countries have held tightly 
to customs of communal land tenure 
or its variation. Commentator Nicho¬ 
las Herman could say in 1987 that 
“private land ownership is common in 
only two African countries. They are 
Kenya and Zimbabwe....” Of course, 
South Africa should be included, al¬ 
though the economy there is highly 
regulated. Little has changed in the 
last four years. The contrast can be 
seen between two African countries, 
Nigeria and Kenya. 

In Nigeria, except for land in and 
around Lagos, the capital, “... there 
is no such thing as a private sector 
ownership of farmland.” 23 According to 
Herman, British colonial policy was to 
allow natives to retain their custom¬ 
ary communal land laws other than 
around the capital where British 
colonials insisted on English common 
law tenures. When Great Britain 
granted independence”- to Nigeria in 
1960, the system of communal owner¬ 
ship was understandably left in place, 
since it was the custom. 

Today, if a farmer wishes to pur¬ 
chase a piece of land to farm, he must 
begin by negotiating with communal 
“owners.” Typically, the village lead¬ 
ers or councils demand certain com¬ 
pensation if they agree to allow him 
to use the land at all. After additional 
approval from the state governor, the 
farmer may receive an “occupancy per¬ 
mit” with a nominal term of 99 years 
but, in fact, it can be revoked at any 
time. At best the “property right” is 
virtually a revocable short-term lease 
because the certificates of occupancy 
cannot be transferred or sold. 24 What 
incentive is there under such a land 
tenure system for a private agricul¬ 
tural sector to develop? Why should a 


farmer invest in the land and attempt 
to improve it if it cannot be sold or in¬ 
herited, if in effect the improvements 
made will not inure to the future ben¬ 
efit of that farmer or his heirs? 25 At 
the time of independence, Nigeria en¬ 
joyed “a sturdy economy and an agri¬ 
cultural sector that produced enough 
food to feed the nation,” 26 but now is 
dependent on large quantities of im¬ 
ported food. The existence of commu¬ 
nal property is an important factor. 

In comparison one can look at the 
land tenure system of Kenya, also a 
former British colony. Here, for vari¬ 
ous historical and policy reasons, a 
system of private property ownership 
predominates (which is not to say that 
the Kenyan government has a perfect 
record in the protection of private 
property). 

Worthy of note is that private prop¬ 
erty is traceable to the Kikuyu tribe, 
which had established a system of pri¬ 
vate land tenure in the Kenyan high¬ 
lands prior to the European colonizers 
of the nineteenth century. 27 Further¬ 
more, the British established a West¬ 
ern-style system of private ownership 
with individual land titles in portions 
of the Kenyan highlands to attract 
white settlers to these pieces of land. 
At the same time, in other parts of 
Kenya, African farmers still were la¬ 
boring under communal systems of 
property and were even prohibited 
from cultivating export crops. 28 How¬ 
ever, by the 1950s the colonial govern¬ 
ment began to encourage native 
Africans to convert communal land 
tenures to private ones by a process 
called “consolidation and registra¬ 
tion.” 29 One of the predicted benefits 
of this conversion was the increased 
ability of African farmers to pledge 
land as collateral for improvement 
loans. Since independence, the major 
thrust of Kenya’s land policy has been 
to continue this process of what could 
be called the privatization of land hold¬ 
ings. Today, “most of the country’s 
high-potential land area (has)... been 
registered under individual title to 
more than 1.5 million households. . . 
. wso As Michael Lofchie, one of the most 
astute commentators on developments 
in Africa says, “Officials believe that 
the individual ownership of land en¬ 


courages landowners to invest in the 
development of their farms and that 
it facilitates private lending for ag¬ 
ricultural development because land 
titles can be used as collateral for 
loans.” 31 Kenya’s liberation of farm¬ 
ers from communal land tenure sys¬ 
tem has led to stable agricultural 
production, virtually no dependence 
on food aid, and a sturdy farming 
citizenry experienced in the respon¬ 
sibility of ownership. 

We should note in passing that con¬ 
siderable pressure was placed upon 
the Jomo Kenyatta government at in¬ 
dependence and at various subsequent 
junctures to engage in vast land re¬ 
distribution programs. Tb its credit, 
that government resisted such sweep¬ 
ing programs. When in early years of 
independence it did concede some land 
distribution, the government pur¬ 
chased it from white highland owners 
and did not confiscate it. This program 
was completed by 1965, and since then 
privatization through registration has 
been the prime characteristic of Kenya 
land policy. 32 Communalism, to the 
extent that it remains the social pat¬ 
tern of property arrangement in the 
less-developed world, should be re¬ 
duced by programs of registration like 
those adopted by Kenya. The state’s 
only role should be to recognize pri¬ 
vate land titles as soon as individual 
claimants can show a valid claim to a 
parcel. 

SOCIALISM AND OWNERSHIP 
IN THE THIRD WORLD 

Timing from the limitation of tra¬ 
ditional communal land tenure sys¬ 
tems, one finds that various Third 
World countries adopted socialist sys¬ 
tems of collective property following 
independence (or more precisely, the 
highly controlled economies that were 
engendered by many colonial regimes 
prior to independence were continued 
by the new rulers). Although over time 
Third World countries produced 
unique versions of socialism, the same 
essential components are always 
found—state control and ownership of 
the means of production either 
through collectives or state enterprises 
and attempts at central planning of 
production. As with communal prop- 
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erty, socialist property is the antith¬ 
esis of the bundle of rights which 
Anglo-American law calls ownership. 
(Of course, in practice, even the most 
intensely socialist regimes seldom suc¬ 
ceed in totally abolishing private own¬ 
ership. Usually some remnants of the 
ownership of personal property re¬ 
main, small legal markets are permit¬ 
ted to exist for privately produced 
goods, and the illegal or black markets 
flourish). 

There are some differences between 
communal and socialist property. 
Communalism originated in custom¬ 
ary practice, but state socialism is 
largely a product of nineteenth-cen¬ 
tury meliorist thought. Communalism 
does not arise out of a conscious effort 
to impose an equal distribution of 
wealth on a given group. Despite these 
differences, the idea of socialist prop¬ 
erty is quite similar to that of commu¬ 
nal property in that ownership is to 
be exercised by society collectively and 
not by individual owners. Conse¬ 
quently, the effects produced by social¬ 
ism on the production, exchange and 
use of property are virtually the same 
as those effects produced by commu¬ 
nal property. In summary, because the 
whole society is said to “own” socialist 
property, citizens as individuals have 
little incentive to work upon and im¬ 
prove the social property insofar as 
they have no exclusive claim to the 
fruits which their labor produces on 
the property (either immediately or in 
the future). This is not to say that such 
a system cannot be made to work at 
all. But, that which is produced will 
be meager compared with the product 
of true private ownership systems. 

SOCIALISM IN THE LESS- 
DEVELOPED WORLD—AFRICA 

One African country which has un¬ 
dergone one of the longest socialist 
experiments is Tanzania. Julius 
Nyerere was president there from 
1961 to 1985. Nyerere’s famous 
Arusha declaration of 1967 put Tan¬ 
zania on a socialist road patterned af¬ 
ter Chinese central planning. Virtually 
the whole economy was rationalized, 
income was redistributed by heavy 
taxation, and communal agricultural 
villages (ujamaa) were established. 


Michael Lofchie, an Africa watcher, 
says thusly, “Tanzania has proved to 
be a bitter disappointment.. .. Once 
the hope of a generation of moderate 
as well as radical sympathizers, Tan¬ 
zania is now regarded as the sick 
country of Africa.... Tanzanian people 
have suffered a drastic and possibly ir¬ 
reversible process of impoverishment.” 33 

Collectivist agriculture was im¬ 
posed from about 1969-1975 and pro¬ 
duced discontent among the 
often-relocated native populations, 
passive resistance to working in the 
collective fields, and, consequently, a 
general decline in production of agri¬ 
cultural products. 34 Next came the 
parastatal enterprises—government- 
operated marketing entities—through 
which farmers were required to sell 
crops for export. The prices paid by the 
parastatals were much lower than free 
market prices. As a result, producers 
shifted their production away from 
the price-controlled crops; or if they 
continued to grow the controlled 
crops, the native farmers arranged 
to sell as much as possible across 
borders into other African countries 
at higher market (i.e., black market) 
prices. 35 In either case, the agricul¬ 
tural production for export or domes¬ 
tic consumption declined, producing 
shortages and further impoverish¬ 
ment of all Tanzanians. 

Similar experiments in Ethiopia 
under the Stalinist agricultural poli¬ 
cies of Mengistu Haile Mariam have 
led to widespread shortages of food, 
severe hunger and outright famine. 
There, as in Tanzania, the governmen¬ 
tal policies called for the collectiviza¬ 
tion of agriculture and discouraged 
private grain trading. And in war-tom 
Mozambique, the idea of full-fledged 
private ownership was dealt a serious 
blow. The original draft of the consti¬ 
tution eliminated state ownership of 
land but was revised finally to grant 
citizens only a limited right to “use 
land, which is owned and regulated by 
the state; the land may not be sold, 
mortgaged or alienated.Afarmer may 
own a cashew tree, but not the land it 
grows on.” 38 Once again, the state has 
stripped private ownership or its es¬ 
sential elements and has reduced the 
use of “property” to the pleasures of 


the government. Peter Berger summa¬ 
rizes the situation well when he says: 

The typical record of Third World 
socialism is one of economic stagna¬ 
tion, often perpetuating abject poverty 
if not outright starvation; the species 
of egalitarianism that prevails among 
the “masses” is one of an equality 
among serfs, lorded over by a privi¬ 
leged elite of party bureaucrats and 
managers. 37 

POORLY DEVELOPED 
RECOGNITION OF 
OWNERSHIP—PERU 

So far our examples have been of 
non-ownership systems. However, 
there are countries which recognize 
private property rights, but only after 
an arduous process—so much so that 
ownership is virtually precluded. An 
example of such a set of “discouraging 
legal arrangements” is found in Peru. 

The pioneering work of Hernando 
de Soto and his Institute for Liberty 
and Democracy has given us insight 
into the multitude of problems created 
by the absence of easily recognized and 
established property rights. In Lima, 
Peru, de Soto investigated the difficul¬ 
ties faced by persons who invaded and 
occupied land that was, in 90% of the 
cases, owned by the state. 38 These 
“informals” (a term which de Soto uses 
to describe those who are claiming 
rights outside the formal, highly bu¬ 
reaucratized legal system) would un¬ 
lawfully occupy a parcel of government 
land. They have, at first, no legally 
recognized property right. De Soto la¬ 
bels them as holders of an “expectative 
right” (that is, a right that is expected 
in the future but which has not as yet 
been fully recognized). 39 De Soto found 
that instead of immediately recogniz¬ 
ing the right of the informals to the 
individual ownership of state land (as 
the U.S. government did historically 
with the cheap land policies in West¬ 
ern lands), instead of granting titles 
to owners, and instead of incorporat¬ 
ing the development into the formal 
city, the local authorities refused and 
resisted such steps so that achieving 
legal property title took on average 
about 20 years! 

During this “waiting period” 
informals suffered from all of the prob- 
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During this “waiting period” 
inform als suffered from all of the prob¬ 
lems which non-owners experience. 
First, during this span of time of 
substandard legal rights, the infor¬ 
mal “owners” made fewer and less 
substantial improvements in their 
dwellings than they would have if 
they had obtained clear title. 40 Sec¬ 
ondly, the absence of good titles 
made the transfer of ownership ex¬ 
tremely difficult (and once again di¬ 
minished incentives to improve). 
Moreover, the clouded titles made 
the property highly questionable as 
collateral for a loan, for example. 41 
Third, leasing of the property was 
made extremely difficult since the 
owner’s claim was based largely on 
continuing physical possession, 
which would have to be relinquished 
if a tenant was to make use of the 
premises. 42 Fortunately, as de Soto 
points out, the local authorities have 
improved—albeit reluctantly—the 
process by which titles can be ob¬ 
tained, thereby recognizing the va¬ 
lidity of a property right and 
encouraging the improved and var¬ 
ied use of the property by the 
informals (who have in the process 
become formal members of the com¬ 
munity). Of course, in the meantime, 
the deprivation of private property 
made the poorest of Peru’s citizens 
less prosperous, less free, and less 
contented than they otherwise could 
have been had the state acknowl¬ 
edged rights earlier. 

Today, the less-developed world 
awaits a further explanation and a 
clearer defense of private property. 
If leaders in these countries, or their 
Western advisors, continue to advo¬ 
cate the continuation of unproduc¬ 
tive, non-ownership systems, then a 
heavy moral responsibility rests on 
them to answer the question: Why 
not try freedom? Why not try private 
property? 

Used with permission from A Man of 
Principle 

*Dr. John A. Sparks is Chairman 
of the Department of BusinessAdmin- 
istration, Economics and International 
Management at Grove City College. 


He has written numerous articles on 
economic and social issues. 
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MONEY—A MEDIUM OF EXCHANGE 

by Hans F. Sennholz* 


Editor’s Note: The Scriptures teach that it is the love of money, 
not money itself, that is the root of all evil. Money, no matter if 
its form is gold, silver or beads, arises out of commercial 
necessity. Its social function is a very important one. It 
facilitates exchanges of goods and services between the 
members of a society. Just as with prices and profits, money 
makes it possible for people to specialize in the production of 
one kind of good or service, produce more of it than they 
themselves want, and exchange the surplus for money with 
which they can buy a part of some other producer's surplus. 
Once again, money is a means to or medium of exchange. But 
since exchange generally results in economic betterment, money 
can “take some of the credit" for such improvement. 


INTRODUCTION 

Though money is something people 
use every day, few understand its na¬ 
ture and function. They hold to the 
misconception that government is its 
creator and its only trustworthy 
guardian. In reality, currencies are 
sound, not as they are managed but 
as they are free. Government is nei¬ 
ther the creator of money nor the 
guardian. It is a money monopoly with 
legal-tender power. 

I. MONEY IS NOT A 
CREATURE OF THE STATE 
From the beginning of money, gov¬ 
ernments have proclaimed their do¬ 
minion over it. Control conferred 
prestige, power, income and wealth, 
and permitted kings and princes to fi¬ 
nance their rule over people in a 
stately manner. In our time, many 
governments' only basis for political 
power is their control over the people's 
money. It has given rise to much tyr¬ 
anny in many parts of the world. In 
fact, governmental control of money 
has wrought much evil to the world. 

All notions and doctrines that would 
make the state the inventor and guard¬ 
ian of money must be rejected immedi¬ 
ately. Carl Menger, more than a century 
ago, explained the true origins of money. 
He demonstrated that man “is led by 
his interest, without any agreement, 


without legislative compulsion, and 
even without regard to the public in¬ 
terest, to give his commodities in ex¬ 
change for other, more saleable, 
commodities," which are called money. 1 

H. MONEY—ITS ORIGINS 

Money owes its existence to the 
God-given inequalities of men. These 
inequalities lead men to cooperate 
with each other and engage in what 
economists call “division of labor." The 
division of labor or specialization de¬ 
velops when men concentrate on what 
they do best and trade the product of 
their labor for other goods needed to 
sustain and enhance their lives. An 
example may illustrate the case. 

A teacher specializes in rendering 
educational services—he instructs 
young pupils. Obviously the teacher 
needs food, clothing, shelter and hun¬ 
dreds of other economic goods to sus¬ 
tain his life and make him 
comfortable. But instead of single- 
handedly manufacturing them all, he 
specializes in rendering instructional 
services. How do the parents of his 
pupils pay for the instruction he pro¬ 
vides? They could pay him by directly 
offering surplus goods they produce. 
The pupil whose father is a baker could 
supply the bread; the farmer's daugh¬ 
ter could bring farm products. In fact, 
in early times schoolmasters were of¬ 


ten paid “in kind." They engaged in 
direct exchange or bartering. 

While barter is a useful method of 
exchange, it is also very cumbersome 
and unsatisfactory in many respects. 
Suppose that our teacher needs a 
pocket watch, but the watchmaker has 
no children or they no longer attend 
school. Or imagine that virtually all 
the children in school are sons or 
daughters of wheat farmers. The 
teacher cannot live on bread alone. 

These predicaments that present 
themselves in a barter economy arise 
because the wants of the buyers and 
sellers do not complement each other. 
In order for barter to work well, one 
party to the trade must want exactly 
what the other party has to offer, and 
vice versa. One can easily see that 
barter, because of its serious limita¬ 
tions, points up the need of an inter¬ 
mediate good that is readily acceptable 
and marketable everywhere and at 
any tine. Returning to our example, if 
there were some valuable good which 
our schoolmaster would accept and in 
turn could use to purchase exactly the 
goods he wanted, and, furthermore, if 
this same good could then be used by 
the merchant to purchase other goods, 
then that economic good used over and 
over again would be functioning as 
medium or means of exchange, that is 
as money. Money, then, is the most 
marketable good in the sense that it 
is willingly accepted in exchange be¬ 
cause it can be easily exchanged again 
by its current owner. 

III. EARLY FORMS OF MONEY 

Our example clearly indicates that 
the selection of a certain good as 
money is a natural result of human 
economic activity. At the dawn of civi¬ 
lization, cattle were the most market¬ 
able commodity for many peoples. 
Although it seems strange to modern 
man, they were readily saleable and 
hence a natural money. Greek history 
reveals that at the time of Homer, pay¬ 
ments were made in cattle. The early 
Romans also used sheep and cattle as 
means of exchange. The Arabs had a 
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“cattle standard” as late as the time 
of Mohammed, in the 7th century. The 
Germanic tribes used cattle until the 
10th century. 

Though cattle continued to be used 
in a rural setting for centuries, the rise 
of towns and cities made cattle too 
cumbersome as a medium of exchange. 
For city dwellers, pieces of metal 
gradually replaced cattle as money. 
There is no particular mystery about 
metals serving as media of exchange. 
They could be preserved and stored in 
small amounts. They could be trans¬ 
ported, divided and carried on a per¬ 
son, and small amounts of them were 
valuable. All these characteristics 
made metals the most saleable com¬ 
modities and the natural monies of 
man. In many places copper, iron, sil¬ 
ver and gold became the most saleable 
goods and the most popular means of 
exchange. In eastern Asia, in China 
and India, the copper standard was 
fully developed. In the ancient cultures 
of the Middle East, in Egypt as well 
as in Greece, the rapid development 
of man’s division of labor and growth 
of civilization probably led to the si¬ 
multaneous use of copper and iron 
and, for larger transactions, to the use 
of the precious metals, silver and gold. 

In pre-Colombian America, espe¬ 
cially in the towns and cities of Mexico, 
copper, tin and gold were the most 
widely used metals and therefore the 
money of the people. With the nomadic 
tribes of North and South America, 
other commodities that were accept¬ 
able to the largest number of people 
served as money, such as furs, animal 
skins or pelts, quills made of animal 
hair, articles made of feathers, wood 
or stone, tanning materials, medicinal 
plants and medicines, especially cocoa 
beans (because of their narcotic ef¬ 
fects). There were no domestic animals 
except for dogs, which explains why 
the cattle-standard never developed. 
Tb the Indians engaged in agriculture, 
com or maize was the staple crop that 
was grown all the way from Canada 
to the Gulf of Mexico. Tbbacco was 
widely grown and used for religious 
and ceremonial rites. Consequently, 
both com and tobacco, the two most 
important products of Indian agricul¬ 
ture, were commonly used as money. 


In New England, Indian jewelry, 
called wampum, found ready accep¬ 
tance with European settlers. It was 
made by Indian women and consisted 
of black or white beads made from 
periwinkle shells. It was used as cur¬ 
rency by Indians and colonists until 
well into the eighteenth century. 2 

In short, various goods with gen¬ 
eral usefulness and great marketabil¬ 
ity assumed the function of money. 
Although it differed in various loca¬ 
tions, the money-character of certain 
commodities must be traced back to 
this usefulness and marketability. 
Neither prince or principality, nor law 
nor decree were ever needed to create 
money. 

IV. THE INVENTION OF 
GOLD AND SILVER COINS 

A. The Ancients 

Money in the form of coinage first 
made its appearance in the 7th cen¬ 
tury B.C. Greek merchants in Lydia 
began to standardize the pieces of 
metal used in trade in order to elimi¬ 
nate the labor that was necessary to 
test and weigh raw metals at the time 
of each transaction. For centuries, 
these standardized pieces of metal 
were used, though they existed in 
many shapes and sizes. Authenticity 
was established by affixing the stamp 
of certain well-known mercantile fami¬ 
lies to the pieces of metal. The hon¬ 
esty and integrity of these families 
assured the quality of the metal 
stamped with their seal. Thus, coin¬ 
age was bom, gradually taking the 
standard form and shape—circular 
and flat. It greatly simplified commer¬ 
cial transactions, enjoying wide accep¬ 
tance throughout the ancient 
commercial world. When the kings and 
princes of antiquity finally recognized 
the importance of money, they claimed 
sovereign rights and monopolistic 
power over it. 

Political intervention has plagued 
the coinage system ever since. Guided 
by innate baser human inclinations 
and predilections, governmental lead¬ 
ers of all ages have been drawn to the 
mints. Tb pay for military expenses, 
mercenaries, arms and equipment, 
they struck coins on which they made 
large profits by charging a large dif¬ 


ference between the value of the bul¬ 
lion used and the face value of the coin. 
The difference is called seigniorage. 
They also discovered that their mo¬ 
nopoly over the mint could be used to 
obtain additional revenue through 
coin debasement. Claiming authority 
over the mint in order to supervise the 
true weight and purity of the coinage, 
they themselves yielded to the temp¬ 
tation to debase the coins. After all, 
there was no higher authority that 
could restrain the malefactors. 

Most Roman emperors indulged in 
every conceivable method of debase¬ 
ment. By the time of Emperor 
Diocletian (285-305), who issued sil¬ 
ver-washed copper nummi in vast pro¬ 
fusion, the currency system ceased to 
function, causing economic life to re¬ 
vert to primitive barter. Until its de¬ 
mise in 476, the Roman state came to 
depend, for feeding and clothing the 
army and the civil service, on a sys¬ 
tem of organized robbery, called indi¬ 
cations, i.e. requisitions in kind. The 
government forcibly seized whatever 
it needed because minting of coins was 
no longer a viable option. 

B. The Middle Ages 

During the Middle Ages, the power 
over the mint was vested in numer¬ 
ous territorial coinage lords who prac¬ 
ticed debasement on a wide scale. They 
frequently used their monopolistic 
power to issue new coins, cancelling 
and calling in the old. In Germany the 
solidus lost five-sixths of its original 
silver content in 300 years; in England 
the denarius lost as much in just 200 
years; in France the solidus grossus 
lost six-sevenths of its value. 

The only laudable exception to the 
sad chapter of Medieval currency dis¬ 
order was provided by the city of Flo¬ 
rence which, in 1252, minted a gold 
solidus of 31/2 grams in weight, main¬ 
taining a uniform weight and size for 
centuries. The florenus or florin, thus, 
was soon accepted everywhere as a 
reliable coin and became the general 
monetary unit of commerce through¬ 
out Europe. 

C. Modem Developments 

During the sixteenth and seven¬ 
teenth centuries, the Spanish brought 
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massive sums of gold and silver from 
America to Europe. But this stream 
of precious metals that flowed 
through Spain to other countries 
was spent primarily for military 
ends, rather than for economic im¬ 
provements. It permitted the Euro¬ 
pean powers to engage in devastating 
wars, ravishing the countries and 
suppressing commercial activity, es¬ 
pecially in Spain. By 1700 the Span¬ 
ish people languished in misery and 
poverty, the country being exhausted 
and bankrupt. 

Modem government officials suffer 
the same temptations as their ancient 
predecessors. As the demand for dis¬ 
bursements by the state’s treasury is 
often greater than the revenues col¬ 
lected, they seek to supplement their 
revenue through the time-tested po¬ 
litical device—coin debasement. In re¬ 
action to such coinage defilement, 
commercial leaders tried to emanci¬ 
pate business from state coinage by 
keeping accounts in bullion and by cre¬ 
ating a deposit banking system. 

V. THE MODERN ERA—BANK 
NOTES AND FIAT MONEY 
A, Money Substitutes 

Businessmen cope with many prob¬ 
lems. Throughout the ages one of the 
problems was the safe transfer of 
money from one location to another. 
Roaming gangs of robber barons, brig¬ 
ands and thieves made it almost im¬ 
possible to send quantities of coins to 
distant locations. These dangers and 
difficulties were largely overcome by 
the development and use of bills of 
exchange and other paper instru¬ 
ments, which were the forerunners of 
modem paper money. In the ancient 
world, crude papyrus notes and clay 
tablets functioned as promises to pay 
precious metals on demand. In mod¬ 
em times, the early goldsmiths began 
to issue paper receipts—later called 
bank notes—for gold and silver depos¬ 
ited with them for safekeeping. Simi¬ 
larly, the deposit banking system as it 
developed during the sixteenth and 
seventeenth centuries served mer¬ 
chants as an escape from coin debase¬ 
ment and danger. It worked quite well: 
payments were made by instruments 
similar to checks drawn on a bank 


which kept deposits of silver reckoned 
by weight. The checks and notes 
served as money substitutes payable 
on demand, and were accepted at 
“par”, that is, as equivalent in value 
to the money metal they represented. 

B. Money Substitutes Degraded 

Unfortunately, as people grew ac¬ 
customed to paper money as a substi¬ 
tute for gold and silver, government 
soon claimed the sovereign right to 
regulate and even monopolize the is¬ 
suance of money substitutes. What 
began as an avenue of escape from coin 
debasement was to become an impor¬ 
tant means of debasement and depre¬ 
ciation by government. 

C. Legal Tender Laws 

In this country government took an 
early step toward full government con¬ 
trol of money substitutes during the 
pre-constitutional period and again 
during the Civil War. At first state gov¬ 
ernments and later also the federal 
government passed legal tender acts. 
These laws required citizens to accept 
governmentally issued money in ex¬ 
change for valuable goods and services 
no matter how much the substitutes 
had depreciated. 

An example may illustrate the case, 
George agrees to pay Sam ten silver 
dollars for ten bushels of wheat, the 
wheat to be delivered and paid for two 
months hence. In the meantime new 
governmental paper dollars are issued 
and given legal-tender quality. Legally, 
George can tender ten paper dollars 
even though they may be worth only 
half as much as the silver dollars. If 
Sam balks at such a paper money pay¬ 
ment in exchange for his wheat, 
George can assert that he has per¬ 
formed his part of the bargain and 
force Sam to deliver the wheat or pay 
damages. 

Government especially benefits 
from the legal tender laws because it 
can discharge its debt and make pay¬ 
ments in the depreciated paper money 
it prints. In periods of “emergency” 
government may even suspend the 
right to redeem the paper money for 
gold or silver. In the U.S. hard money 
was outlawed when the Federal gov¬ 
ernment nationalized commodity 


money (gold coins) and left the paper 
notes as the only legal money. Irre¬ 
deemable government paper is prop¬ 
erly called “fiat money” since the Latin 
word “fiat” means “let it be done.” Le¬ 
gal tender laws force paper money on 
the people; without force they would 
be reluctant to use it. 

D. Central Banks 

A central bank is the executive arm 
of the government that usually as¬ 
sumes control over money and con¬ 
ducts “monetary policies.” It does not 
matter who legally owns the bank, 
whether private investors or the gov¬ 
ernment itself. Private ownership be¬ 
comes empty and meaningless when 
government assumes total control. The 
Federal Reserve System, which the 
U.S. Congress established by law in 
1913, is the monetary arm of the U.S. 
Government, acting as a central bank. 
It enjoys a monopoly of the issuance 
of paper money (Federal Reserve 
Notes). These notes alone are endowed 
with legal tender authority. Commer¬ 
cial banks are obliged to hold their re¬ 
serves as deposits with the Federal 
Reserve System. The “Fed” thus acts 
as the “bankers’ bank.” It conducts 
monetary policies by expanding or con¬ 
tracting its supply of notes and depos¬ 
its. It also directs bank credit 
expansion or contraction by manipu¬ 
lating the discount rate and regulat¬ 
ing the reserve requirements that 
commercial banks must maintain with 
the Federal Reserve. Endowed with 
such powers, the Fed is able to finance 
government deficits, no matter how 
large. 

VL THE AGE OF INFLATION 

The decline of monetary freedom 
and the concomitant rise of govern¬ 
mental power over the people’s money 
has given birth to our age of inflation. 
Step by step, the government has as¬ 
sumed control over all aspects of 
money, and thus has secured for itself 
an important source of revenue. It has 
gained virtually complete control over 
the monetary affairs of the people. 
Today’s inflations and depreciations of 
national currencies differ fundamen¬ 
tally from the currency debasements 
that occasionally plagued the Western 
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world during the last three centuries. 
In the past, the inflations were of rela¬ 
tively short duration, limited to peri¬ 
ods of war. After the end of hostilities, 
monetary stability soon returned as 
deficit financing came to an end. To¬ 
day, public demand for government 
spending never abates, in wartime or 
peacetime. The more government 
spends on economic and social objec¬ 
tives the louder the public clamor for 
further benefits seems to become. 
Surely, inflation cannot continue in¬ 
definitely. It comes to an end when 
people shun and refuse to accept de¬ 
preciated paper money. But an age of 
inflation can last a long time, perhaps 
several generations, as new issues of 
paper currency may be emitted when 
the old issue becomes worthless and 
disappears from the scene. From issue 
to issue the inflation may continue as 
long as the ideas that give birth to the 
inflation continue to enjoy public cre¬ 
dence and support. 

vn. CONCLUSION 

Money has developed from a simple 
form in ancient cultures to a complex 
form in modem societies—from cattle 
to coins to paper money. The purpose 
of money remains the same—to pro¬ 
vide a medium of exchange. To be use¬ 
ful, money must possess certain basic 
qualities, whatever the form. These 
qualities include trustworthiness, 
portability and durability. Wherever it 
was permitted to function, private 
(non-governmental) money has been 
most reliable; government money, 
without exception, has depreciated. In¬ 
flation, which is a political disease, 
leads to the destruction of the mon¬ 
etary system. It is a great political evil 
that brings forth many other evils. 

*As one of America's senior econo¬ 
mists, Dr. Sennholz has served, and 
continues to serve, as director, trustee, 
or advisor to financial corporations 
and foundations. He has two earned 
doctorates, one in Political Science 
from Cologne University and the other 
in Economics from New York Univer¬ 
sity. Dr. Sennholz was professor of eco¬ 
nomics and chairman of the economics 
department at Grove City College in 
Grove City, Pennsylvania until 1993 


when he became President of the 
Foundation for Economic Education. 
Dr. Sennholz is a productive writer 
and a popular lecturer to educational 
and professional audiences throughout 
the country, presenting the case for 
individual freedom and private prop¬ 
erty order. 
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INFLATION 

by Hans F. Sennholz* 


Editor’s Note: State-conducted, inflation is the depreciation 
of the value of money by increasing its supply. The most obvious 
effect of increasing the money supply is to drive the money 
prices of goods higher, due to the cheapening of each monetary 
unit Governments who inflate currency are unfaithful to the 
trust of their citizens and produce unfairness and economic 
disorder—all morally indefensible. Unfairness results when 
those who have fixed future claims to money—pensioners and 
creditors—suffer losses as the money they receive buys less. 
Economic disorder occurs as inflation becomes more virulent 
(the 2000% inflations of some South American countries) 
because businessmen find it more difficult to predict the 
profitability of economic projects. Inflation is contrary to a 
sound, predictable monetary unit tied to precious metals. 
Cheapening the money is no different in principle from the 
government surreptitiously reducing the pound to 15 ounces 
or the gallon to three and a half quarts. 


INTRODUCTION 

It is always more difficult to un¬ 
learn and correct common errors than 
to overcome mere ignorance. This may 
explain why inflation rages on in some 
part of the world year after year, al¬ 
though declaimed, debated and ana¬ 
lyzed ad infinitum. It may creep, trot 
or gallop, always in public view, 
watched by the news media and ex¬ 
amined by government officials and 
politicians, philosophers, sociologists, 
psychologists and economists. And yet, 
though interrupted for short periods, 
it continues as if irresistibly driven by 
common error and prejudice to an 
ominous destination—complete cur¬ 
rency destruction. 

A currency is said to be destroyed 
when persons will no longer accept it 
in exchange for valuable goods and 
services. One of the most notable de¬ 
structions of currency in the modem 
period came in connection with the 
great German inflation of 1914-1923. 
The German government literally 
printed so many paper notes that Ger¬ 
man citizens finally refused to take 
them. Prices in Germany were a tril¬ 
lion times higher than they had been 
ten years earlier! Following WWI, 


prices in Austria had risen to 14,000 
times their pre-war level. In Poland 
they rose to 2.5 million times their pre¬ 
war level and in Russia to 4 billion 
times their pre-war level. 

L POPULAR ERROR- 
INFLATION AND PRICES 

Unrelenting inflation derives some 
of its strength from the popular error 
that defines inflation as a visible rise 
in the price of goods. In popular ter¬ 
minology, inflation is rising prices, and 
people who are raising their prices are 
causing it. Individual greed and self¬ 
ishness, in this view, are said to be its 
root causes. Therefore, businessmen, 
bankers, steelworkers, doctors and 
dentists, and anyone seeking higher 
prices for his products or services 
stands accused of greedily feeding the 
inflation monster. When oil prices rise, 
the oil companies stand condemned; 
when interest rates rise, the bankers 
must answer; when health care costs 
soar, the doctors are censured; when 
wages rise, the laborers are re¬ 
proached. But rarely, if ever, does any¬ 
one point at the monetary authority, 
that is, government as the perpetra¬ 
tor of inflation. The public may even 


call on government and its army of 
civil servants to control and regiment 
some businessmen so that the price of 
goods may be suppressed and inflation 
be banished by force. 

The popular and erroneous notion 
of inflation as rising prices permits 
government to mismanage money at 
will. It may print money to cover its 
budgetary deficits, or create credit to 
stimulate business and employment 
while it lays the blame for rising prices 
on some of its victims. Actually, infla¬ 
tion is an increase in the quantity of 
money by government . 

Some may venture to ask: Has the 
supply of money really increased? It 
is easy to see that it has. According to 
government figures, in 1939 the total 
money supply was $36 billion. In 1947 
it had grown to $113 billion. In 1979 it 
was 383 billion. By 1981 the money 
supply had further increased to $436 
billion and today it is over $1 trillion. 

II. THE PHASES OF INFLATION 

In its first phase, inflation of the 
money supply triggers economic booms 
that bring excitement and opportunity. 
It triggers bull markets on Wall Street, 
promising increase and fortune to mil¬ 
lions of investors. It stirs businessmen 
who may profit from soaring demand 
and rising prices. Newly created 
money exhilarates bankers as it gen¬ 
erates bigger deposits, bigger loans 
and bigger balance sheets. It moti¬ 
vates homeowners who become rich on 
paper. It energizes labor unions who 
deliver marvelous pay boosts to their 
grateful members. Lastly, inflation 
makes politicians the happiest of all. 
Inflation erases part of the past gov¬ 
ernment debt because government can 
pay back those who lent it money with 
dollars which are worth less than be¬ 
fore. In some years, inflation rises so 
rapidly that it decreases government 
debt and thus hides the true size of 
the deficits. In summary, the first 
phase of inflation is like drug addic¬ 
tion, creating a euphoria that takes 
hold of its victims and transports them 
into a “never-never land.” 
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in, PHASE TWO—THE 
EFFECTS SET IN 

The American people have come to 
accept inflation, especially the first 
stage of it, as a way of life that re¬ 
freshes, creates and enables. But un¬ 
fortunately, as inflation continues on, 
it reveals some undesirable character¬ 
istics. Inflation, as it nears the end of 
jubilant first phase, begins to raise the 
costs of living and simultaneously low¬ 
ers the standard of living for many citi¬ 
zens. Of course, at this point the 
federal government, which is conduct¬ 
ing the inflation, seeks again and 
again to eliminate the results of its 
policies. Politicians and officials try to 
talk down the consumer price index by 
threatening large visible businesses 
that propose price increases. Some of¬ 
ficials even “declare war” on inflation. 

But such efforts, short of a legal 
freeze on prices, have little effect. The 
prices of goods must rise when more 
money enters the cashholdings of the 
people. This is so because the people 
tend to spend more when they receive 
more. But, to return to the point, how 
do levels of living decline for many citi¬ 
zens in the second phase of inflation? 

(1) Creditors lose and debtors win — 
A creditor is one who is owed money 
and, of course, a debtor owes money. 
In a period of unanticipated inflation, 
a creditor is hurt because he lends 
dollars with a certain purchasing 
power. When he is repaid six or twelve 
months later, the dollars he receives 
in repayment have less purchasing 
power than those which he lent. There¬ 
fore, he is worse off than if there had 
been no inflation. 

(2) Fixed income recipients lose — 
Pensioners and retirees depend for 
their monthly income, in whole or in 
part, upon payments which are usu¬ 
ally fixed at a certain number of dol¬ 
lars. When, due to inflation, the dollars 
depreciate each and every month, the 
fixed income, though nominally the 
same, will buy less and less. It is some¬ 
times said that inflation is a kind of 
“hidden tax” upon such recipients. 

(3) Savings in money form are 
lost —Before the age of inflation those 
who restricted their present consump¬ 
tion and saved could put their savings 
into a bank account without much fear 


it would be lost. Moreover, interest in¬ 
come would most certainly be pro¬ 
duced from such thrift. 

However, in an inflationary period 
savers who save in the form of money 
or claims to money, such as a $500 sav¬ 
ings deposit account, find that with the 
passage of time, the savings are 
eroded. True, at the end of six months 
or twelve months they are free to with¬ 
draw their savings of $500 from the 
deposit account plus interest. How¬ 
ever, those five hundred dollars may 
purchase 10% or 15% fewer goods, be¬ 
cause the inflation has depreciated 
their savings and the interest likely 
will not even cover this loss of value. 
In effect, the depositor may have gone 
without the use of his money for twelve 
months and actually have less to show 
for it than when he started. And, who 
are those with savings and future 
claims to money who are harmed the 
most by inflation? The American 
middle class. 

IV. A NOTE ON THE MIDDLE 
CLASS AND INFLATION 

Rampant inflation expropriates, by 
the means mentioned above, the 
wealth and substance of the middle 
class. The middle class—businessmen, 
teachers, professionals, skilled blue 
collar workers, white collar employ¬ 
ees—generates most of the financial 
capitol that makes possible productiv¬ 
ity and expansion in commerce and in¬ 
dustry. The middle class owns a large 
share of national wealth in the form 
of financial capital, such as corporate 
stock and debentures, bank deposits, 
life insurance, and pension funds, all 
of which suffer devastating losses from 
the depreciation of the currency. The 
middle class has lost most of the real 
value of its savings to inflation since 
1965. And yet, it is most astonishing 
how stoicly this class suffers in silence. 

It is difficult to understand the in¬ 
credible apathy that characterizes 
tens of millions of thrifty Americans. 
Surely economic ignorance affords lon¬ 
gevity to their folly and perpetuity to 
their error. But, it is not at all diffi¬ 
cult to estimate the losses suffered 
from currency depreciation. Why, 
then, the stoic silence? There are two 
possible explanations. 


First, savings are income and 
wealth set aside for the future. Most 
people, however, are present-oriented, 
that is, they do not give much thought 
to the future. They refuse to be 
troubled by the depreciation of an as¬ 
set, such as a pension or life insurance 
policy that is payable twenty or thirty 
years hence. Even if they should give 
it some attention, they continue to 
hope that their savings will appreci¬ 
ate again. After all, the U.S. dollar may 
rise again and restore all just claims 
to future payments, they believe. 

Secondly, there may be others who 
recognize the loss they are suffering 
due to inflation, but who conclude that 
they are still ahead because they re¬ 
ceive “free” state-dispensed benefits. 
For example, to the middle class, So¬ 
cial Security has become a genuine 
welfare program that relieves them of 
the necessity to support the elderly. 
The elderly receive federal outlays. In 
particular, the Old Age Survivors and 
Disability Insurance is providing 
monthly cash payments to people who 
are 62 or older. 

Though they would like to be 
against inflationary deficit spending, 
middle-class Americans find it hard to 
oppose Social Security because they 
are directly benefited by not having to 
take care of their aged parents. The 
same could be said for federal high¬ 
way programs, federal aid to educa¬ 
tion, recreation area programs and 
subsidies to the arts. In order to de¬ 
crease inflationary spending, various 
government programs, including those 
which benefit the middle class, must 
be foregone or curtailed. That is a sac¬ 
rifice which middle-class Americans 
seem to be unwilling to make. 

V. INFLATION’S FINAL PHASE 

As inflation continues doing harm 
to creditors, fixed income recipients 
and savers, in other words, to the 
middle class, three possible things can 
happen in the final phase: (1) run¬ 
away inflation, (2) the quack-cure of 
price controls or (3) true moderation 
in fiscal and monetary policy. 

A Run-away Inflation 

In our own American history the 
worst run-away paper money inflation 
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was the Continental dollar inflation 
which resulted when the Continental 
Congress printed the bills in profusion 
from 1775 to 1781. The effects of such 
monetary irresponsibility were seen in 
the contrast between hard money (gold 
or silver) prices and paper money 
prices of the same good in that era. In 
1781 one could buy a bushel of wheat 
for six shillings in hard money. How¬ 
ever, if one were paying in Continen¬ 
tal currency (paper) one would have 
to pay six hundred shillings per 
bushel. 1 When such an inflation oc¬ 
curs, citizens engage in a “flight to real 
values” which is to say that they pre¬ 
fer anything to the paper money. 

Two modern European inflations 
demonstrate how an inflation follows 
its complete destructive course: the 
German inflation of 1914 to 1923 and 
the French inflation during the Revo¬ 
lution of 1789. In both cases the cur¬ 
rency was completely destroyed. At its 
end, German workers sought payment 
daily or twice daily in order to enable 
their wives to make immediate pur¬ 
chases of real goods before the paper 
money depreciated further! Likewise 
the French “assignat” inflation re¬ 
duced a Frenchman’s entire savings to 
an amount which was barely enough 
to buy a meal. 

Obviously, untold harm is done to 
the citizens of a country experiencing 
such a monetary catastrophe. Not only 
are savings, rightful debts and pen¬ 
sions wiped out, but economic calcu¬ 
lation by businessmen, which is so 
important to the careful use of scarce 
resources, is made impossible. With 
such destructive inflation domestic 
trade and exchange must be accom¬ 
plished by using primitive and cum¬ 
bersome bartering. 

B. Price Controls 

Another step often taken as infla¬ 
tion rages into its final phase is the 
imposition of price controls by the 
state. The rapidly rising prices which 
accompany monetary inflation are the 
target of such controls. Prices are “go¬ 
ing up too fast” say the politicians. 
“Let’s make price increases illegal,” 
they say. 

The use of price controls is a quack 
cure. Meanwhile, the true cause of ris¬ 


ing prices—monetary expansion made 
necessary by deficit spending—is not 
being dealt with. Imagine a man 
seated with his feet in a tub of ice wa¬ 
ter. After an hour, his nose begins to 
run. Now, what is the best way to deal 
with the runny nose? One could sim¬ 
ply hand him several boxes of Kleenex, 
but most would recognize that such a 
measure was no “cure.” The root of the 
problem is the continued subjection of 
his feet to the icy water. In like man¬ 
ner, monetary expansion (the tub of ice 
water) is the cause of rising prices (the 
runny nose). To make the runny nose 
illegal or to try to ignore its existence 
(the Kleenex) is to treat a symptom as 
if it were a cause and to ignore the true 
cause. 

The “quack cure” of price controls 
also produces bad “side-effects.” Price 
controls interdict price changes that 
serve as signals to producers about 
what goods consumers want produced. 
For example, suppose consumers want 
more soybean products due to a change 
in attitudes toward healthfulness of 
red meat. Consequently, there is an 
increase in demand for soy meat sub¬ 
stitutes and, of course, for soybeans in 
general. In an unhampered market 
such an exuberant demand would 
gradually push the price of soybeans 
up. This increased price would, un¬ 
doubtedly, bring some soybeans out of 
storage immediately. Furthermore, it 
would serve as a signal to soybean pro¬ 
ducers that more acreage ought to be 
allotted to soy production in the next 
growing season. The point is that mov¬ 
ing prices (in this case rising prices) 
help producers to effectively respond 
to consumer demand and allocate re¬ 
sources in ways more to their liking. 
If, because of price controls, such price 
signals are obscured, then consumer 
demand will be served less perfectly 
than it would have been absent the 
controls. This is a small illustration of 
what economists mean when they say 
that price controls of any duration 
misallocate resources. 

C. Fiscal Restraint 

A third option in an inflationary 
economy is for the citizenry and their 
government to practice moderation. 
The real cure for monetary inflation 


is to deal with its true cause, exces¬ 
sive spending financed by red ink fis¬ 
cal policy. Such restraint takes 
economic understanding in an age 
when government deficits, financed by 
newly created money and credit, have 
become so common. 

VL INFLATION— 

THE MORAL QUESTION 

Ultimately, however, the question 
of inflation versus sound money is a 
moral one. At root, inflation is politi¬ 
cally immoral and dishonest. A dedi¬ 
cation to inflation transgresses the 
immutable principles of justice, fair¬ 
ness, consideration and cooperation. It 
generates economic, social and politi¬ 
cal conflict. When inflation runs ram¬ 
pant, economic life is bound to 
deteriorate, the levels of living must 
tumble, democratic institutions 
crumble and the civility of social life 
wears away. 

No matter how respectable it may 
seem to be, inflation is actually an in¬ 
dividual transgression against one’s 
fellowmen. It is a mistake, as well as 
an evil, inflicted by citizens on each 
other through the body politic. It is a 
moral curse and the bane of every 
American who reaches for the income 
and wealth of his neighbors, who seeks 
government grants, loans, or other fa¬ 
vors, who pleads for or knowingly ac¬ 
cepts a single penny of transfer money. 

Inflation profoundly modifies the 
social order and breeds economic and 
political radicalism. It causes malad¬ 
justments of production that give rise 
to painful boom and bust cycles. It 
causes government to grow and indi¬ 
vidual freedom to diminish. It continu¬ 
ously enlarges the circle of the needy 
and thereby the scope of government 
functions. It is a self-perpetuating 
force that calls for ever more redistri¬ 
bution, which in turn breeds more in¬ 
flation. Its chief evil is more evil. In 
the end, inflation repeals all principles 
of virtue. 

*As one of America’s senior econo¬ 
mists, Dr. Sennholz has served, and 
continues to serve, as director, trustee, 
or advisor to financial corporations 
and foundations. He has two earned 
doctorates, one in Political Science 
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from Cologne University and the other 
in Economics from New York Univer¬ 
sity. Dr. Sennholz was professor of eco¬ 
nomics and chairman of the economics 
department at Grove City College in 
Grove City, Pennsylvania until 1993 
when he became President of the 
Foundation for Economic Education. 
Dr. Sennholz is a productive writer 
and a popular lecturer to educational 
and professional audiences throughout 
the country, presenting the case for in¬ 
dividual freedom and private property 
order. 

Gilbert C. Fite and Jim E. Reese, 
An Economic History of the United 
States (Boston: Houghton Miflin Com¬ 
pany. 1965), p. 115. 
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CHURCHPEOPLE, SOCIALISM AND CAPITALISM 

by John K Williams* 


Editor’s Note: Periodically among Christians the question of 
the relationship between Christianity and socialism arises. Dr. 
Williams refers to the statements of a number of well-known 
20th century theologians on the subject Just a few years ago 
Professor Ronald Sider’s book Rich Christians seemed to 
endorse a kind of Christian socialism. Still others have argued 
that the early church members had all things in common , 
demonstrating such a system. State socialism—mandated 
redistribution—should not be confused with private charity 
or sharing. These two approaches to solving the problem of 
scarcity are radically different , as Dr. Williams explains. 


INTRODUCTION 

In 1908, some three decades before 
he was to become Archbishop of Can¬ 
terbury, the English churchman Will¬ 
iam Temple contributed an article to 
the prestigious journal, Economic Re - 
view . He had no doubts as to what eco¬ 
nomic system should commend itself 
to Christians. Wrote Temple: "In the 
epistle of the Ephesians. . . (Paul) 
preaches the fullest scheme of evolu¬ 
tionary socialism, so far as all funda¬ 
mental points are concerned, that has 
yet to be conceived by man. Socialism 
is the economic realization of the 
Christian Gospel.... The alternative 
stands before us—Socialism or Her¬ 
esy; we are involved in one or the 
other.” 1 

William Temple was not alone in 
his espousal of socialism in the name 
of Christianity. In 1915 Karl Barth, 
one of the theological giants of the 
twentieth century, asserted that a 
"true Christian must be a socialist.” 2 
Barth’s thinking on this issue did not 
change: in 1951, for example, he wrote 
that capitalism "not only allows, but 
demands in principle, that men make 
a mere instrument, a means to their 
own ends, of other men and their 
work.” 3 In 1919 Paul Tillich, another 
revered twentieth century theologian, 
called upon Christians “to enter into 
the socialist movement in order to 
pave the way for a future union of 
Christianity and the socialist social or¬ 
der”; 4 near the end of his life, when 


asked by a student whether he still 
supported socialism, Tillich reported 
that he did, insisting that socialism "is 
the only possible economic system 
from the Christian point of view.” 5 
Reinhold Niebuhr, probably the most 
influential Protestant theologian in 
the United States ofAmerica for many 
decades, insisted in 1931 that he es¬ 
poused the revolutionary socialism of 
Marx rather than the reformist, evo¬ 
lutionary socialism of the early Chris¬ 
tian socialists. He denounced 
Christians who did not regard a Marx¬ 
ist "class struggle” as a “fact of his¬ 
tory” 6 as either naive or willfully 
perverse. 

DEFINING TERMS 

“How many a dispute could have 
been deflated into a single paragraph 
if the disputants had defined their 
terms.” So commented the philosopher 
Aristotle in the fourth century B.C. 
While many of the disputes between 
supporters of a socialist economy and 
those supporting a capitalist economy 
cannot, for the most part, so be de¬ 
flated, many churchpeople critical of 
capitalism have not displayed much 
rigor in defining the economic system 
they so abhor—or, indeed, the eco¬ 
nomic system they prefer. Some clear 
thinking as to what a capitalist or a 
socialist economic system is necessar¬ 
ily precedes a moral evaluation of the 
systems. In fact, such thinking may 
well be a prerequisite for moral rea¬ 


soning; the great French mathema¬ 
tician, philosopher, and theologian 
Pascal was not far off the mark when 
he wrote, "Travaillons done a penser 
bien; voila le principle de la morale.” 
("Let us work hard at trying to think 
clearly; herein lies the source of 
moral conduct.”) 

An economy or economic system, be 
it primitive or modern, socialist or 
capitalist, is a social system through 
which people cooperate in using what 
they have (in terms of raw materials, 
land, labor, skills, tools, and so on) to 
produce what they want. All such sys¬ 
tems face the same problem: what 
people have is limited, but what people 
want is limitless. The use of scarce 
resources to produce one good "costs” 
alternative uses of the same resources 
to produce other goods. How, then, so 
to allocate scarce resources that what 
people value more is produced at the 
"cost” of what people value less? 

Human beings have devised only 
three means whereby scarce resources 
are allegedly so allocated: tradition, 
political processes, and market forces. 

Tradition as the determiner of re¬ 
source allocation is typical of small, 
closely-knit, essentially static tribal 
societies. The reason for this is simple. 
The information necessary for the al¬ 
location of resources is readily avail¬ 
able and slow to change. Members of 
the tribe know, by and large, what raw 
materials are available, what skills the 
tribe possesses, and what the tribe 
wants. 

Comparable information is not, 
however, easily obtained in a large, 
complex society. In such a society 
people’s wants are many and varied. 
Individuals possess different skills and 
specialize in producing different goods 
and services. Rapidly changing tech¬ 
nologies make some skills redundant 
and the acquisition of new skills an im¬ 
perative. The raw materials available 
are many, are distributed globally, and 
are constantly changing in their rela¬ 
tive scarcities. How to know, given 
such complexity, what people want? 
How to know the totality of skills upon 
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which a society can draw? How to 
know what new skills are appropri¬ 
ately developed? How to know what 
raw materials are available and their 
changing relative scarcities? How, in 
sum, to collate, synthesize, and relate 
production to rapidly changing infor¬ 
mation diffused not simply among the 
members of a given society but among 
the countless people making up a glo¬ 
bal network of interdependent societ¬ 
ies? 

ATASK FOR GOVERNMENT 

The socialist answer is that only 
government can conceivably carry out 
such a mammoth task. The sheer com¬ 
plexity of a modem society makes ex¬ 
pert centralized planning an utter 
necessity. A tribal society may be able 
to allocate scarce resources and coor¬ 
dinate its economic activities by tra¬ 
dition. A moderately complex society 
may be able to entrust resource allo¬ 
cation and economic coordination to 
private individuals. Today, however, 
the information needed to allocate re¬ 
sources and coordinate productive ef¬ 
fort is so unspeakably complex and so 
widely diffused that detailed planning 
by full-time experts is required. A po¬ 
litically determined allocation of re¬ 
sources, and politically coordinated 
productive enterprises, are demanded 
if people's wants are to be satisfied. A 
society allocating scarce resources by 
political processes alone, a society co¬ 
ordinating its economic life by politi¬ 
cal processes alone, is a purely 
“socialist” society. 

The defenders of a capitalist eco¬ 
nomic system retort that such a solu¬ 
tion to the problem posed by diffused 
and constantly changing information 
fails even to grasp the immensity of 
that problem. The information re¬ 
quired to coordinate a modern 
economy is so complex and so diffused 
that no one can collate or synthesize 
it. Indeed, much of this information 
takes the form of a “knowing how” 
rather than a “knowing that,” and in 
principle defies systematization. In¬ 
formation as to individuals , wants is 
essentially private, and while past 
wants may be capable of being in¬ 
ferred from a detailed record of indi¬ 
viduals' past behavior, present wants 


cannot be so determined. Paradoxi¬ 
cally, the more complex a society be¬ 
comes, the less manageable its 
economic activities are. 

Yet, an unmanageable system can 
work very well indeed! In and through 
the seemingly random activities of in¬ 
dividuals seeking to improve their 
own situations, what people want en¬ 
counters what people are willing and 
able to do. The resulting possibilities 
are summarized in a huge catalogue 
of alternatives, with a price appended 
to each available option. Information 
diffused through the members of a 
given society, and even beyond that 
society, is thus made available to all 
decision-makers, from the humblest 
consumer to the most “exalted” busi¬ 
ness executive. 

TO OBTAIN OPTIMUM 
USE OF SCARCE AND 
VALUABLE RESOURCES 

The ever-changing relative money 
prices generated by the on-going pro¬ 
cesses of supply and demand make 
available, in an appropriately distilled 
form, a totality of information no ex¬ 
perts could ever acquire. Arise in the 
relative price of a good informs con¬ 
sumers that a good is becoming scarce 
and should therefore be used more 
sparingly; the same signal informs 
producers that more of the good, or 
some substitute for the good, should 
be produced. This information as to 
what ought to be done to accommodate 
the new social situation is linked with 
incentives so to act: a rising relative 
price encourages consumers to be more 
frugal in their use of a good or to seek 
out an alternative, and encourages 
producers to make available more of 
the good, or a substitute for the good. 
People, in short, are able to discover 
what to do, and are encouraged to do 
what is required, if the resources they 
possess are to produce the goods and 
services they want. 

The notion of a system which is the 
creation of intelligent action but not 
the outcome of deliberate design is to 
some people (especially intellectuals) 
a distressing notion. The claim that 
such a system can draw upon a total¬ 
ity of information no experts could col¬ 
late or synthesize is an affront to 


human vanity. Yet the notion is famil¬ 
iar. No “experts” met, meditated, and 
produced language. “Experts” have yet 
fully to understand or systematize the 
subtlety and order—the “deep gram¬ 
mar”—of language. Yet ordinary 
people (whose forebears, by experi¬ 
ment and experience, gave birth to 
language) use it, with great effective¬ 
ness, every day. 

So with the market. The market is 
not, despite the name, a place. It is 
rather the total set of possible ex¬ 
changes of goods and services human 
beings can engage in, the voluntary 
cooperative endeavors in which they 
engage, and the humble reality of the 
ever-changing relative money prices 
these myriad events generate. A soci¬ 
ety allocating scarce resources by mar¬ 
ket forces alone, a society coordinating 
its economic life by market forces 
alone, is a purely “capitalist” society. 

ASSESSING “SOCIALISM” AND 
“CAPITALISM” IN THEORY 

The most obvious, albeit frequently 
neglected, contrast between a social¬ 
ist and a capitalist economy has al¬ 
ready been made. Socialism 
presupposes Promethean figures ca¬ 
pable of acquiring knowledge beyond 
the reach of ordinary mortals. Capi¬ 
talism presupposes that all human 
beings are finite creatures who know 
but in part. There are no all-wise 
fuhrers or class-conscious workers or 
liberated intellectuals capable of mas¬ 
tering the information necessary to 
coordinate the productive efforts of the 
masses. Fallible human beings who 
attain political office remain fallible 
human beings, no more capable of di¬ 
recting a modern economic system 
than is the humblest citizen wise 
enough to know how little he knows. 
Those who make the plans in a so- 
called “planned economy” or who give 
the commands in a so-called “com¬ 
mand economy” simply do not, and 
cannot, know enough to make plans 
or issue commands drawing on the in¬ 
formation informing and guiding a 
capitalist economy. For these people 
are but people. They are not gods. 

“But do not the managing directors 
of large companies make plans and 
issue orders? Are not the captains of 


33 



Reader on Economics and Religion 


industry ‘really* in charge of capital¬ 
ist nations, determining where the 
ship of state shall sail and dictating 
the destination to which the passen¬ 
gers shall be taken?” 

The questions are familiar. The 
answers should be obvious. How do 
managing directors make their plans 
or decide upon their orders? How do 
captains of industry set their course? 
They commune with changing relative 
money prices and seek to optimize 
their profits. They heed, in other 
words, the instructions of the masses. 
For it is the fickle masses who, by their 
decisions to buy or to abstain from 
buying, ultimately generate these 
prices. They demand more of some 
good; the alert “captain of industry” 
perceives that the relative price of this 
good is rising and feverishly redirects 
his crew’s efforts to comply with the 
demands he correctly has decoded. 
Consumers tire of a good; the manag¬ 
ing director perceives that the relative 
price of this good is falling and sets 
himself to redirect the resources his 
company possesses. In each case, the 
“leader” knows what to do, and if not 
led by that knowledge, loses his posi¬ 
tion. The ostensible leader is, in truth, 
the led. 

THE CAPITALIST ECONOMY 

Indeed, this insight suggests the 
second contrast between a socialist 
and a capitalist economy. Not only does 
capitalism begin with the stark fact of 
human ignorance, it begins with the 
equally stark fact of human selfish¬ 
ness. It challenges not simply the so¬ 
cialist assumption that somewhere, 
somehow, some person or set of people 
is capable of knowing what ordinary 
mortals could never know, but the fur¬ 
ther assumption that such people 
would, if controlling an economy by 
political means, direct production so 
that it benefited the multitudes no less 
than themselves. The all-wise plan¬ 
ners are also all-good. 

Not so the decision-makers in a 
capitalist economy. They are assumed 
to be no better and no worse than any¬ 
one else. They will put their own in¬ 
terests, and the interests of those 
nearest and dearest to them, before 
the interests of anyone and everyone 


else. Yet, as noted, men and women 
immediately responsible in a capital¬ 
ist economy for the deployment of re¬ 
sources must, if they successfully are 
to further their own interests, heed 
and obey what other people pursuing 
their own interests demand, as re¬ 
vealed in and through changing rela¬ 
tive money prices. No paragons of 
unearthly virtue, impartially noting 
the preferences of all and directing 
production without giving undue 
prominence to their own preferences, 
are presupposed. 

Indeed it is possible to read Adam 
Smith’s justly famous attack on the 
politically controlled economy of mer¬ 
cantilism and defense of the market- 
controlled system of capitalism, as a 
commentary upon human frailty and 
sinfulness. Businessmen “seldom meet 
together, even for merriment and di¬ 
version, but the conversation ends in 
a conspiracy against the public, or in 
some contrivance to raise prices.” 7 
Politicians are but “insidious and 
crafty animal(s)” incapable of consid¬ 
ering long-term goods, being addicted 
to short-term benefits, “the momen¬ 
tary fluctuations of affairs.” 8 Ordinary 
people foolishly “enjoy, at their ease, 
the amusement of reading in the news¬ 
papers the exploits of their own fleets 
and armies... (and) are commonly dis¬ 
satisfied with the return of peace, 
which puts an end to their amuse¬ 
ment.^ Truly, “all have sinned.” 

Human beings are finite and hu¬ 
man beings are “fallen.” So asserts 
Christian orthodoxy, and so, in other 
terms, assert most of humanity’s reli¬ 
gious traditions. Socialism denies this 
assertion. It postulates virtually om¬ 
niscient, omnibenevolent beings who 
know what ordinary mortals could 
never know and are marked by an im¬ 
partiality ordinary mortals cannot at¬ 
tain. Capitalism, conversely, begins 
with human beings as they are, coor¬ 
dinating the self-interested actions of 
self-interested people so as to produce 
an unintended beneficial outcome, and 
enabling the actions of ignorant people 
to be informed by more knowledge 
than such people could ever individu¬ 
ally acquire. It seems odd for 
churchpeople to applaud a system pre¬ 
supposing the falsity of a basic Chris¬ 


tian teaching—indeed odd for any per¬ 
son to applaud a system presupposing 
the falsity of what seems so evidently 
true. 

Reprinted with permission from The 
Freeman , October 1984. 
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